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634. Also, memorial of Reno Stock Exchange, expressing
its disapproval of revenue stamp taxes on corporation stock
and indorsing the amendment to the tax bill proposed by
Senator Hagrisox providing for the repeal of said stamp taxes;
to the Committee on Ways and Means.

635. By Mr. CELLER : Petition of the Kings County Repub-
lican Club, of New York City, urging reward to the aliens of the
steamship Roosevelt with United States citizenship; to the
Committee on Immigration and Naturalization.

636. Also, resolution adopted by the American citizens of Pol-
ish descent, 569 East Fifth Street, New York City, seeking to
amend the immigration aet of 1924 so that the wives, hus-
bands, unmarried minor children, and parents of citizens of
the United States, and of permanent residents who have de-
clared their intention to become citizens of the United States,
may be admitted as nonguota immigrants; to the Committee
on Immigration and Naturalization,

637. By Mr. DARROW : Memorial of the Philadelphia Board
of Trade, opposing the enactment of Senate bill 2289, to stimu-
late commeree in agricultural produets, ete.; to the Committee
on Agriculture.

638. By Mr. GARBER: Letter from the Chamber of Com-
merce, Fort Dodge, Iowa, protesting against Senate bill 575,
known as the Gooding long-and-short-haul bill; te the Com-
mittee on Interstate and Foreign Commerce,

639. Also, report of the committee of the Northwestern Bap-
tist Association in regulur annual session at Buffalo, Okla., Oc-
tober 15, 1925, opposing any change in the prohibition law, the
Volstead Act, or eighteenth amendment to our National Con-
stitution ; to the Committee on the Judiciary.

640. Also, resolution by the Ohio Wholesale Groeers' Associ-
ation Co. relating to Federal legislation legalizing resale-price
maintenance; to the Committee on Interstate and Foreign
Commerce.

641. Also, petition by Fort Whipple Chapter No, 3, of the
Disabled American Veterans of the World War, suggesting
amendments to World War veterans act of 1924; to the Com-
mittee on Military Affairs.

642. Also, resolution of the New Mexico Cattle and ‘Horse
Growers’ Association, indorsing Senate bill 595, known as the
Gooding long-and-short-haul bill; to the Committee on Inter-
state and Foreign Commerce,

643, Also, resolution by the Associated Traffic Clubs of
America, stating that the Congress should pass a law charging
the Interstate Commerce Commission with the regulation of
motor vehicles when engaged in interstate commerce; to the
Committee on Interstate and Foreign Commerce.

644. Also, resolution of the National Preservers’ Association,
authorizing the officers and executive board of their association
to oppose the enactment of Senate bill 481 and House bill 39;
to the Committee on Agriculture. .

645. By Mr. KVALE: Petition of the Evansville Parent-
Teachers’ Association, resolving that the education bill before
Congress should be enacted into law; to the Committee on
Education,

(46. Also, petition of the Willmar Branch Railway Mail
Association, Tenth Diyision, resolving to go on record as ex-
pressing their approval of the following bills: Lehlbach retire-
ment bill, Kelly bill (H. R, 4476), Kelly bill (H. R. 4477), Kelly
bill (H. R. 5697), Griest bill (H. R. 3838), Mead bill (H. R.
8508), Schneider bill (H. R. 14) ; to the Committee on the Post
Office and Post Roads.

(47, Also, petition of the Alexandria Commercial Club, favor-

ing the establishment of a Great Lakes-St. Lawrence waterway ;
to the Committee on Rivers and Harbors.
. 648, Also, a petition of Business Forum of Minneapolis, for
the construction of the 8t. Lawrence ship canal for the bringing
of ocean shipping into the Great Lakes, by providing a chan-
nel around the rapids of the 8t. Lawrence River between Mon-
treal and Lake Ontario; to the Committee on Rivers and
Harbors,

649, Also, petition of several farmers to secure the passage of

an amendment to the present immigration laws that will protect
their interests in the event of the development of a shortage in
the supply of farm laborers; to the Committee on Immigra-
tion and Naturalization.
. 050, Also, petition of representatives of 60 country members of
the Federal reserve system in cenfral and northern Minnesota
relative to Federal reserve system; to the Committee on Bank-
ing and Currency,

651. By Mr. O'CONNELL of New York: Petition of the Upper
Bushwick Civie Association of Brooklyn, N. Y., requesting the
Congress to bring the coal strike to a settlement and to put an
end to the existing deadly tragedy, the privations and bhard-
ships of the very poor people being frightful; to the Commit-
tee on Interstate and Foreign Commerce,
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SENATE
TraurspAY, February 11, 1996
(Legislative day of Monday, February 1, 1926)
The Senate reassembled at 11 o'clock a. m., on the expira-
tion of the recess,

The VICE PRESIDENT., The Senate resumes the consid-
eration of House bill No. 1.

TAX REDUCTION

The Senate, as in Committee of the Whole, resumed the
consideration of the bill (H, R, 1) to reduce and equalize faxa-
tion, to provide revenue, and for other purposes.

Mr. SMOOT. Mr, President, I suggest the absence of a
quornm.

The VICE PRESIDENT. The clerk will eall the roll

The Chief Clerk called the roll, and the following Senators
answered to thelr names:

Ashurst Fernald King Robinson, Ind.
Bayard Ferris La Follette Backett
Blease Fess Lenroot Sheppard
Borah Fletcher McKeilar Shipstead
Bratton Frazier McLean Shortridge
Brookhart George McNar Simmons
Broussard Gerry Metcal Smith
Bruce Gillett Moses Smoot
Butler Glass Neely Stanfield
Cameron Goft Norbeck Stephens
Capper Hale Norris Swanson
Copeland Harreld Nye Trammell
Couzens ITarris Oddie Tyson
Cummins Harrison Overman Wadsworth
Curtis Heflin Iepper Walsh
Dale Howell Phipps Warren
Deneen Johngon Pine Watson
Dill Jones, Wash, RRansdell Weller
Edge Kendrick Reed, Mo. Willis
Ernst Keyes Reed, Pa.

Mr. SHEPPARD. The junior Senator from Texas [Mr.
MayrFierp] is absent on account of illness. This announce-
ment may stand for the day.

The VICE PRESIDENT. Seventy-nine Senators having an-
swered to their names, & quorum is present.

Mr, SMOOT. Mr. President, I ask that the Senate turn to
page 135 of the bill. At the request of the Senator from
Nebraska [Mr. Nogrris], the amendments on that page, in line
5, line 18, and line 22, involving the insertion of the words
“withont assessment,” were passed over. The Senator from
Nebraska has made an examination of the reasons why the
words were inserted, and he has no objection now to the
amendments.

The VICE PRESIDENT. The clerk will state the first
amendment,

The CHier Crerx. On page 135, line 5, after the word
“ecourt,” insert the words “without assessment.”

The VICE PRESIDENT. Withount objection, the amendment
is agreed to.

The Cuier CLERg. On page 135, line 18, after the word
“¢ourt,” insert the words * without assessment.”

The VICE PRESIDENT. Without objection, the amendment
is agreed to.

The CHier CrLErRg. On page 135, line 22, after the word
“ conurt,” insert the words * without assessment.”

_ The VICEH PRESIDENT. Without objection, the amendment
is agreed to.

Mr. SMOOT. I yield to the Senator from Wyoming [Mr.
WarreN] to submit a report from the Committee on Appro-
priations,

URGENT DEFICIENCY APPROPRIATIONS

Mr. WARREN. Mr. President, from the Committee on Ap-
propriations I report back favorably with amendments the
bill (H. R. 8722) making appropriations to supply urgeut defi-
ciencies in certain appropriations for the fiscal year ending
June 30, 1926, and prior fiscal years, to provide urgent supple-
mental appropriations for the fiscal years ending June 30,
1926, and June 30, 1927, and for other purposes, and I sabmit
a report (No. 165) thereon. I give notice that I shall seek
to call up the bill immediately on the conciusion of the con-
sideration of the revenue bill.

The VICE PRESIDENT. The bill will be placed on the
calendar,

PER CAPITA PAYMERT TO CHIPPEWA TRIBE OF MINNESOTA

Mr. HARRELD, Mr. President, the bill (H. R. 183) pro-
viding for a per capita payment of $50 to each enrvolled mem-
ber of the Chippewa Tribe of Minnesota from the funds staud-
ing to their credit in the Treasury of the United Stiies is
before us mnow in the form of a favorable report from the
Committee on Indian Affairs, I ask unanimous econsent for
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the immediate consideration of the bill because of some emer-
gency features counected with it,

Mr. SMOOT. I have no objection, if it does not lead to any
debate.

Mr. HARRELD. I do not think it will, because it is an emer-
gency matter, and the department is very anxious to have the
bill expedited.

Mr. SMOOT. 8o I am informed.

The VIOCE PRESIDENT. Is there objection to the present
consideration of the bill?

There being no objection, the bill was considered as in Com-
mittee of the Whole, and it was read, as follows:

Re it enacted, ete., That the Secretary of the Interior be, and he is
hereby, authorized to withdraw from the Treasury of the United States
so much as may be necessary of the principal fund on deposit to the
credit of the Chippewa Indians in the State of Minnesota, arising
. under section T of the act of January 14, 1889 (25 Stat. L. 642), en-
titled “An act for the rellef and civilization of the Chlppewa Indians
in the State of Minnesota,” and to make therefrom a per capita pay-
ment or distribution of $350 to each enrolled member of the tribe,
under such rules and regulations as the said Secretary may prescribe:
Provided, That before any payment is made hereunder the Chippewa
Indinns of Minnesota shall, in such manner as may be prescribed by
the Secretary of the Interior, ratify the provisions of this act and
accept same: Provided further, That the money pald to the Indians
as authorized herein shall not be subject to any lien or clalm of attor-
neys or other partles.

The bill was reported to the Senate without amendment, or-
dered to a third reading, read the third time, and passed.

PETITIONB AND MEMORIALS

Mr. WARREN presented a memorial signed by 200 citizens
of Jacksons Hole, Teton County, Wyo., remonstrating against
any extension of the boundaries of the Yellowstone National
Park, which was referred to the Committee on Public Lands
and Surveys.

My, WILLIS presented a petition of sundry members of the
faculty of Western Reserve University, at Cleveland, Ohio,
praying an amendment of existing copyright law so as to in-
clude mimeographic copies as well as copies made by the
photoengraving process, which was referred to the Committee
on Patents,

REPORTS OF COMMITTEES

Mr. SHORTRIDGE, from the Committee on Naval Affairs,
to which was referred the bill (8. 2086) for the relief of A, T,
Marix, reported it with amendments and submitted a report
(No. 166) thereon.

Mr. HOWELL, from the Committee on Claims, to which was
referred the bill (8. 2679) for the relief of Herman A. Lueking,
submitted an adverse report (No. 167) thereon.

BILLS INTEODUCED

Bills were introduced, read the first time, and, by unanimous
consent, the second time, and referred as follows:

By Mr. EDGE:

A bill (8. 3101) for the relief of Harold Eugene McCarthy;
to the Committee on Naval Affairs.

By Mr. CAPPER:

A bill (8. 8102) to modify and amend the act creating the
Public Utilities Commission of the District of Columbia; to
the Committee on the District of Columbia.

By Mr. SHORTRIDGE:

A bill (8. 3103) authorizing the construction of a bridge
across the Colorado River near Blythe, Calif.; to the Com-
mittee on Commerce,

By Mr, WILLIS:

A bill (8. 3104) granting an increase of pension to Julia A.
Leisle (with accompanying papers); to the Committee on
Pensions.

By Mr. DILL:

A Dbill (8. 8105) granting a pension to Mary E. Kester; and

A Dbill (8. 3106) granting a pension to Mary Stevens; to the
Committee on Pensions,

CHANGE OF EEFERENCE

On motion of Mr. WarsH, the Committee on Public Lands
and Surveys was discharged from the further consideration of
the bill (8. 1047) to reimburse the State of Montana for ex-
penses incurred by it in suppressing forest fires on Government
land during the year 1919, and it was referred to the Commit-
tee on Claims, -

AMENDMENT TO AGRICULTURAL APPROPRIATION BILL

Mr. RANSDELL submitted an amendment intended to be
proposed by him to House bill 8204, the Agricultural Depart-
ment appropriation bill, which was referred to the Committee
on Appropriations and ordered to be printed as follows:
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On page 50, after line 17, add a new paragraph, as follows:

“ For the experimental construetion of airplanes to be used for the
purpose of spreading arsenicals In dust form on & large fleld scidle
against the cotton boll weevil and such other insects as may be con-
trolled by this measure; for the compensation of expert employees
in this work and for the purchase of speclal parts, speclal instruments,
specinl experimental dusting equipment, hangars, testing sheds, tools,
machinery, ete., including employment of persons and means, in the
eity of Washington and elsewhere, $250,000."

MESSAGE FROM THE HOUSE
A message from the House of Representatives, by Mr. Far-
rell, its enrolling clerk, announced that the House had passed
an act (H. R, 264) to amend an act to provide for the appoint-
ment of a commission to standardize screw threads, in which it
requested the concurrence of the Senate.
HOUSE BILL REFEERED

An act (H. R. 264) to amend an act to provide for the
appointment of a commission to standardize screw threads was

.read twice by its title and referred to the Committee on Manu-

factures.
TAX REDUCTION

The Senate, as in Committee of the Whole, resumed the con-
sideration of the bill (H. R. 1) to reduce and equalize taxa-
tion, to provide revenue, and for other purposes.

Mr. COPELAND. Mr. President, I would like to suggest to
the Senator from Utah [Mr. Smoor] that he carry out his origi-
nal plan for night sesslons until the revenue bill is concluded.
There is no reason that I can see why we might not have
passed the bill two days ago. I think we can and ought to
stay here until the biil is completed. I am speaking this way
because four or five days ago the Senator from Utah sug-
gested, because of my interest in the coal bill, that I was
filibustering.

Mr. SMOOT, Oh, no.

Mr. COPELAND. The time taken on the coal question would
not begin to compare with the time the Senator from Ken-
tucky [Mr. ErNst] occupied the other day in reading an offi-
cial report. My friend the Senator from Pennsylvania [Mr.
Reen], the friend of the Secretary of the Treasury, has taken
five times as much time defending him as we have taken in the
consideration of the coal question.

My suggestion is that we remain in session to-night wuntil
we complete the revenue bill. I hope the Senator from Utah
will not yield to importunities to adjourn early but will hold
the Senate in session until we finish the bill.

Mr. SMOOT. Mr. President, last night the Senator from
Utah would not have consented to taking a recess, but we
found that we could not keep a quorum here. There were a
number of Senators who made that statement when I pleaded
for the Senate to remain in session until 10 o'clock.

Mr. COPELAND. Senators should stay here. It is not right
to go away and break a quorum. On this side of the Chamber
we desire to see the bill finished, and I hope the Senator from
Utah will insist on the Senate remaining in continuous session
until we complete the bill.

Mr. SMOOT. I do not confine my last suggestion to Senators
on one side of the Chamber alone. Last night the suggestion
came from both sides of the Chamber. I hope to have the
Senate remain in session until 10 o’clock to-night.

Mr. WILLIS. Mr. President, I wish to ask the Senator from
Utah a question while we are discussing this matter. Some of
us have engagements that we would like to fill on oceasion
of Lincoln's birthday to-morrow, but I have no disposition to
run away from the work now before the Senate. I simply
want to know what the Senator’s plans are. Can he give us
any indication as to when he expects to get a final vote on the
pending measnure?

Mr. SMOOT. I wish to get a vote on the bill at the very
earliest moment, but I do not think we shall have conciuded
its consideration until to-morrow evening, anyway, in view of
the number of Senators who have a!reaciy told me that they
have amendments and the questions which will be discussed
when the bill reaches the Senate. That, I will say to the
Senator, would be my opinion on that subject.

Mr. WILLIS. In all probability, then, there will not be a
final vote on the bill until Saturday? 1 understand, however,
that the Senator from Ufah can not speak with definiteness
as to that.

Mr. SMOOT. I can not say positively, but I certainly hope
we shall reach a vote on the bill by to-morrow night.

Let me say to the Senate at this time that I do hope the
final vote on the bill will not be delayed later than to-morrow
night. If we shall then vote finally on the bill we can have [t
printed and the conferees can begin work on Sunday morning,
We do not wish to lose a day, and if the bill shall go over




1926

until Saturday we shall not be able to have it printed in order
to begin consideration of the bill in conference on Sunday. I
would be delighted, I will say to the Senator, if the bill shall
pass to-morrow.

Mr. WILLIS., The Senator from Utah, then, rather hopes to
get a final vote on the bill to-morrow evening?

Mr. SMOOT, I certainly hope so.

Mr. SMITIH. I desire to ask the chairman of the committee
a question. I believe there are still some commitfee amend-
ments remaining undisposed of, and we have agreed that those
amendments shall be first considered?

Mr. SMOOT. We® have still three committee amendments
remaining ; and I wish to say now that the snbcommittee, con-
gisting of the Senator from Pennsylvania [Mr. Reep] and the
junior Senator from Utah [Mr. King], to consider the gquestion
of amendments to the administrative features have now com-
pleted that examination; and I learn from the Senator from
Pennsylvania that he is now ready to offer those amendments
to the administrative features of the bill which the department
thinks are absolutely necessary. I ask the Senator from Peun-
sylvania to offer those amendments at this time.

Mr, HARRISON.
up some of the other propositions—for Instance, the alcohol
tax?

Mr. SMOOT.
to which I refer will take but a very few moments, and then
we can consider the subject referred to by the Senator from
Mississippi.

Mr. SMITH. Mr. President, I understand there are some
committee amendments which under the agreement will be
first considered, and that then, immediately after their con-
sideration, the probabilities are that we shall take up the
amendments to the administrative features of the bill?

Mr. SMOOT. I should like fo take up the amendments to
the administrative features of the bill right now. They will
lead to no discussion, and I desire to get them out of the way.

Mr. SMITH. There are some of us who have amendments |

which we desire to offer to the bill and to have considered
before the rush of the last minute arrives.

Mr. SMOOT. When the bill shall go into the Senate after
its consideration in Committee of the Whole Senators will have
ample opportunity to offer their amendments.

Mr, SMITH. I understand that; but I want to “get a
whack ™ at the bill while it is in Committee of the Whole.

Mr. SMOOT. Senators will have ample time in which to
offer their amendments,

Mr. NORRIS. Inasmuch as the Senator from New York
[Mr. CoreLAaND] is so anxious to finish the bill to-night and has

announced that Senators on the other side of the Chamber are |

#0 anxious to accomplish that result, I should like to suggest to
the Senator from South Carolina to take the matter up in the
cloakrcom with the Senator from New York and decide
whether or not the Senator from South Carolina will be allowed
to offer his amendment If we shall finish the bill to-night
the probabilities are that amendments of individual Senators
will have to be disposed of without debate. Therefore there
is not any use of the Senator from South COarolina laying the
unction to his soul that he is going to have any time in which
to discuss his amendments. As I understand, we are to finish
the bill to-night.

Mr. SMITH. No.

Mr, NORRIS. I do not see any reason why we ghould not
finish the bill by 1 o'clock.

Mr. SMITH. No real reason?

Mr. NORRIS. No. Just as soon as the committee amend-
ments shall have been concluded there will be no reason why
we should delay this wonderful bill and prevent this redue-
tion of taxes from taking place immediately.

Mr. COPELAND. Mr. President, will
Nebraska yield to me?

Mr. NORRIS. I yield.

Mr. COPELAND. I simply want to say that I rejoice that

the Senator from

the Senator from Nebraska has promised immediate action on |

the bill. If we are to get through by 1 o'clock it is because we
have a guaranty that the Senator from Nebraska is not going
to speak five hours again to-day, as he did a couple of days ago.

Mr, NORRIS. The Benator from Nebraska has no apology
to make. He may speak five hours more, I consented the
other day to a limitation of debate on the inheritance tax, and
that agreement cui off quite a number of Senators, including
myself, from calling attention to some of the sins here that
the Senator from New York, who now joins in this wonderful
coalition, wants to cover up.

Mr, COPELAND. I want to say to the Senator that if my

sing were to be covered up it would take several weeks of the
time of the Senate; but if the Senator from Nebraska will

CONGRESSIONATL RECORD—SENATE

Why does not the Senator from Utah take |

The amendments to the administrative features |

3745

| beisatisﬂed to let us proceed I think we can get the bill through
| quickly.

Mr. NORRIS, We would have proceeded if it had not been
| for the interruption of the Senator from New York, who started
| this debate abont finishing the bill to-day. If he had said noth-
ing about it there would not have been anything said, and we
would have been going on doing business.

Mr, COPELAND. If my being quiet will facilitate the pas-
sage of the bill, I will sit silent and will not say another
| word.
| Mr. NORRIS. The Senator began with an apology, which
| I do not think was necessary, because I voted with the Sena-

tor. I suppose he will next be telling about the time that I
| consumed in the debate in my discussion of the coal question,
| which was raised by him, and will be criticizing me for that.

Mr, SMOOT. Mr. President, at this time I ask the Senator
| from Pennsylvania [Mr. Reen] to offer the committee amend-
| ments which have been agreed upon by the subcommittee to
| the administrative features of the bill.

Mr. COPELAND. Mr. Precident, will the Senator yield to
| me for just a moment?

Mr. SMOOT., Yes.

Mr. COPELAND. My, President, I will say that my friend
| from Nebraska must be a little “off his feed” this morn-
ing, because we so often agree that I think he must forgive
| me if I disagree with him on occasions. Ordinarily, I expect
| to continue under his leadership as he thinks I have done in
| the past!

Mr. NORRIS. The Sepator has not followed my leadership
| very closely in the last day or two. As to being “off my
{fee{]." I presume from the Senator’s professional knowledge
| he has better judgment on that guestion than have 1. He is
| probably looking after his professional income when he suggests
| that I need medicine, because he knows that I very often con-
| smlt him about my physical condition. 1 did not know, how-
| ever, that he had a license to practice medicine in the District,
It may be that there is a Dbill coming to me which I had
not anticipated, and that he is fishing around to get an oppor-
tunity to send another bill. [Laughter.]

Mr. REED of Pennsylvania. Mr. President, reverting to
the tax bill, I move that the word “such,” on page 61, in line
4, be stricken ount. It is merely a grammatical correction.

The VICE PRESIDENT. Without objection, the amend-
ment is agreed to.

Mr. REED of Pennsylvania.
ment to the desk.

The VICE PRESIDENT. The amendment will be stated.

The Cuier Crerx. After the amendment heretofore agreed
to, following line 10, on page 334, it is proposed to insert the
following :

I send the following amend-

PERSONAL SERVICE CORPORATIONS

8ec. —. Any individual who has pald a tax, in accordance with
section 218 of the revenue act of 1918 or section 218 of the revenue
act of 1921) as a stockholder of a personal service corporation shall
be entitled to a eredit or refund, in the manner provided in section
284, 1f (a) such corporatlon has been finally determined not to be a
personal service corporation, and (b) such corporation has paid the
tax imposed by Title II of the revenue act of 1018 or Title IT of the
revenue act of 1921, as the case may be, and (c) claim therefor is
filed within one year after the enactment of this act, or before the
expiration of the period of limitations upon the filing of such claim,
whichever is the later.

Mr. REED of Pennsylvania. Mr. President, in explanation
of this seemingly confused amendment, it is necessary to state
the conditions that have given rise to it.

Mr. COUZENS. Mr. President, will the Senator yield for a
moment ?

Mr. REED of Pennsylvania. I am glad to yield.
| Mr. COUZENS. Will the Senator tell us what is meant
| by “personal service corporation before he proceeds?

f Mr. REED of Pennsylvania. Yes. A personal serviee cor-
| poration is one whose income is derived chiefly from the per-
sonal services of the members of the corporation. An iilus-
tration of that would be an incorporated brokerage coucern ox
an incorporated advertising agency or an incorporated hos-
pital. We can think of a great number of illustrations if we
pause to do so. Under the excess profits tax law

Mr. SMITH. I ask the Senator on what page the amend-
ment comes?

The VICE PRESIDENT. The amendment is proposed to
page 334 of the bill.

Mr. REED of Pennsylvania. It is a new section and comes
on the last page of the bill, page 834.

Under the excess profits tax law, as the Senate will remem-
ber, we had a graduated scale of taxes running up to 80 per
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cent on all that a corporation earned in excess of 8 per cent
on its capital. It is perfectly obvious that the capital of
these personal-service corperations is in their brains, and
Congress recognized that in the early revenue laws by provid-
ing that if they were true personal-service corporations of
that sort they might make their returns as individuoals, in-
cluding the earnings of their proportion of the corporation.
That made them subject to the personal surtax, but got them
away from the very high rates under the excess profits tax
law. 8o far so good. Many cases were doubtful. The tax-
payers themselves and the bureau were not sure whether the
corporations did fall within the definition of personal-service
corporations or whether they did not. In those cases they
would make their returns as individuals ani then fight out
the question with the bureau as to whether they were entitled
to the benefit of that provision or mot. Many of those cases
were decided against the taxpayers. The bureau held that
they should properly be taxed as corporations and should pay
this high excess-profits tax; and that was all right; we are
not trying to correct that; but then the trouble came in this
way: The individual had paid his tax when he made his re-
turn; he had paid it as an individual, and could not claim
credit for that payment on account of the tax which was due
from the corporatien. So the Government had to go ahead
and colleet the full tax from the corporation without giving
any ecredit for the amount of money that had been paid by the
individual when he filed his individual return. The result
was that the Government collected a tax both from the indi-
vidual and from the corporation on the same earnings.

The Senator from Virginia [Mr. Swaxsox] told us at some
length the other day of a case of this sort which had come
up from his State, and he showed a case that is typical of a
great many. The statute of limitations had run against any
claim for a refund by the individual and the assessment had
been made against the corporation, and it was obvious that
unless we had something like this amendment the United
States would have collected two taxes on the same income.

Mr. SMITH. Mr. President, if the Senator from Pennsyl-
vania will allow me, I think in a hospital case in my State
almost identically the same situation arose as that to which
the Senator is now calling attention,

Mr. REED of Pennsylvania, I think that is quite likely,
and, of course, it is not fair, and we ought in all good con-
science to correct it

Mr. SMITH. As I understood that case, a member of that
corporaation paid his personal tax and paid on identically the
same thing when the corporation tax came up.

Mr. REED of Pennsylvania. Precisely

Mr. NORRIS. Mr., President, I thought the Senator from
Pennsylvania had not concluded. Had he?

Mr. REED of Pennsylvania. Yes; I yield the floor.

Mr. NORRIS. Then, Mr. President, I want to say a few
words, Perhaps I should apologize to the Senator from New
York for taking up time now. So far as I am able fo see, there
is not any objection to this amendment; but I should like to
call my colleague's attention to the amendment, if he will
give me his attention.

This amendment has not been printed ; has it?

Mr. SMOOT. No.

Mr. NORRIS. No one has read it, and no one has heard it
read, perhaps, except from listening to the reading at the desk.
I have had my attention called fo a series of cases that are
pending; and I have been told by the prosecuting attorney
representing the Government in the trial of one of those cases,
a sort of a test case, that in his judgment there are hundreds,
if not thousands, of similar cases. The one that was tried
as a test case is now on its way to the Supreme Court of the
United States. Involved in that case was the question of
the excess-profits taxes of corporations, as I understood; and
last night I read the opinion of the court of appeals in which
this test case was decided. The opinion seemed to be quite
clear, but it had the excess-profits tax involved in it in a
case where the corporation, as the judge rendering the opinion
gald, had been dissolved just on the eve of the enactment
of the law of 1917, I think. What law was it in which that
tax was repealed?

Mr. REED of Pennsylvania. The law of 1917 was the one
that first established the excess-profits tax.

Mr, NORRIS. I desire to ask my colleagne the date. I do
not know whether or not he read the case. I was going to
consult with him this morning about it.

Mr. REED of Pennsylvania. The law of 1921 repealed it.

Mr. NORRIS. Was that the bill that was enacted and be-
came a law in October?
AMr. REED of Pennsylvania, November 23, 1521,

CONGRESSIONAL RECORD—SENATE

FEBRUARY 11

Mr. NORRIS. The dissolution of the corporation I am
speaking of took place in August, It took place after the bill
had passed the House, had come to the Senate, and had been
reported by the Senate committee, because the judge referred
to the fact that corporations of this kind always kept close tab
on the action of Congress. It was quite apparent at the time
of the dissolution of the corporation that Congress was going to
enact the law which later it dld enact, but which at that time
had not been enacted; and the judge held, for various other
reasons that it is not necessary to enumerafe, that they dis-
solyed with the intention of avoiding the corporation tax and
escaping taxation, 3

Mr. SMOOT. What year was that?

Mr. NORRIS. 1 can not give the Senator the year.

19?.1_1-. REED of Pennsylvania. It must have been the year
T.

Mr. NORRIS. It probably was.

Mr. REED of Pennsylvania. Because dissolution in 1921
would not have any bearing on that case.

Mr. NORRIS, Would any case of that kind be affected by
this amendment?

Mr. REED of Pennsylvania. Not at all,

Mr. NORRIS. Can the Senator give me any information as
to whether the enactinent of this amendment into law would
end the litigation that is pending now in which this question
is involved?

Mr. REED of Pennsylvania. I do not know of any litiza-
tion involving this question, but I speak largely from ignorance.
There might be such ltigation that I had not heard of.

Mr. SMOOT. These are cases where they have hoth paid
the double tax—the excess-profits tax and the individual in-
come tax,

Mr. NORRIS, Certainly wherever a man has paid a doubla
t?x we ought to return it. There is not any question about
that.

Mr. SMOOT. This applies only to the double taxes.

Mr. NORRIS. That was not involved in this case, the opin-
ion in which I read last night,

Mr. REED of Pennsylvania.
will indulge me——

Mr. NORRIS, Yes: I shall be glad to do so.

Mr. REED of Pennsylvania. I will say that in another
amendment, which we have already adopted, we have made
very clear the liability of the transferees of corporate prop-
erty upon dissolution, and have provided very distinctly that
the liability of the corporation for its tax shall persist as far
as that property Is concerned in the hands of the transferees
after its dissolution. We are trying very hard to cover such
cases. I think it is already the law. The general law of cor-
porations applicable to failure to pay a debt on dissolution, I
think, protects that.

Mr. NORRIS. This particolar ease that I said was a test
case upon which a good many other cases depend, as I under-
stand from the affidavits that I read in the ease, was one
where the Government sought to hold stockholders in the cor-
poration liable for the tax of the corporation where the cor-
poration had dissolved, sold its property, and turned all the
proceeds of it over to the members of the corporation in pro-
portion, of course, to the amount of stock that they owned in
the corporation. They were legally dissolved under the laws
of the State.

Mr. SMOOT. But they ran the business as a partnership
so as to escape the excess-profits tax?

Mr. NORRIS. No; they dissolved the corporation in order
to do that.

Mr. SMOOT. That is what I say.

Mr. NORRIS. I have some doubt whether that corporation,
which was a close corporation with only four or five stock-
holders, would have been held to be a personal-service cor-
poration. The gquestion of double taxation, however, was not
involved in the case. If it had been, I should be glad to
relieve them. It was simply a question of escaping taxation
under the law as it existed at the time they were in business.

Mr. REED of Pennsylvania, This amendment applies only
to cases where the tax has been paid twice.

The VICE PRESIDENT. The question is upon agreeing to
the amendment.

The amendment was agreed to.

Mr. REED of Pennsylvania, Now, Mr., President, T ask a
reconsideration of the amendment on page 334, which deals
with the filing of claims for amortization; and I hope {he
Senate will be patient with me if I try to explain what causes
my request,

The amendment already adonted provides that claims for
amortization shall be permitted if filed before March 3, 1024,

Mr. I'resident, if the Senator
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If the action on this amendment is reconsidered, I propose to
move that that date be changed to June 15, 1924,

There is probably no question under the income tax laws
that is so complicated as this matter of amortizatlon. The
Senator from Michigan [Mr. Couvzess] and his committee
have studied it exhaustively for the past two years; and I
know the Senator will agree with me in the statement I have
made, that it is probably the most complicated guestion under
all of these tax laws,

To go back to the original allowance of amortization, the
idea was that where a corporation or any other taxpayer had
expended money to create facilities for the production of arti-
cles that would help in the prosecution of the war the tax-
payer should be gllowed to deduct from his income the amount
by which those facilities depreciated in value on the arrival
of peace. It was to give him credit for the wasted war cost,
80 Lo speak, of creating those facilities,

A typical case would be that of a factory costing a million
dollars, built to produce machine guns, which after the war
had a value, say, for any conceivable purpose, of half a mil-
lion dollars, Obviously, there was a loss to the taxpayer, due
to his effort to assist the Government during the war time. At
all events, that was the philosophy of Congress in enacting this
amortization law.

As I recall, it was first put in the tax law of 1918, which
actually was not signed by the President until Febroary, 1919.
Then, in the law of 1921 this same right to file amortization
claims was recognized; but an unfortunate clause was put in
the law, the effect of which seemed to occur to nobody at the
time, which said that these claims should be allowed if the
claim for amortization was filed with the return of the tax-
payer for the year in which the amortization was taken. Sena-
tors can see that the effect of that was fo deny all claims for
amortization unless they were filed with the original tax re-
turn, say in the spring of 1919 or 1920, as the case may be.

The bureau at first did not give these words that effect.
Thiey did not construe this clause in parenthesis as having that
effect at all; and they settled a great many tax clalms that
incluged amortization allowances where the claim was filed
long after the original return had been filed. In fact, there
were two decisions by the solicitor of the burean, to which I
shall refer in a minute, which held that those amortization
claims could be filed at any time within five years after the date
for filing the original return. Then came a decislon by the
Board of Tax Appeals, which put on this clause in parenthesis,
the very strict construetion to which I have referred.

The Board of Tax Appeals held that the solicitor had been
all wrong, and the taxpayers’ lawyers had been all wrong, and
the current construetion of the amortization law had been erro-
neous, and that no claim should be allowed unless it was filed
at the same instant as the original tax return. That not only
defeats the intention of Congress but it works out a shocking
inequality among taxpayers, because a great many of them have
settled their cases, have got their tax paid, and got their ac-
quittance from the Government, and their cases can not be
opened up. Many of them had not filed their amortization
claims at the moment of filing their tax returns, and yet be-
cause the bureau happened to get to them first, or because the
auditors working on those cases were a little more active, those
cases are settled and closed and can not be reopened, many of
them, and those taxpayers have an advantage that no other
taxpayer can get. On the other hand, there are a good many
cages that the Government can reopen, because the period of
limitation has not yet run. So that if that decision of the
Board of Tax Appeals is going to stand the bureau will have to
go back and open up a whole lot of cases that it thought were
closed, and that, you see, works out fresh inequalities.

It was agreed by all hands—by the Senator from Utah [Mr.
Kixne] and myself, who were working on this matter as a sub-
committee; by the Senator from Michigan [Mr. Couzess], to
whom we referred it because of his long interest in this very
question; by his counsel, Mr. Manson, and by the counsel for
the bureau—it was agreed by everybody that something ought
to be done to establish a uniform rule, It was also agreed, I
ogght to say, that this amortization clause has been very much
abused.

It was very loosely drawn in the original act. It depended
largely upon the discretion of the engineers and the audifors
who were assigned to the case. It was very difficult to enforce,
and we all agreed that we should not open up the door to the
manufacture and filing of any such claims in the future.

Those were the two extremes. We agreed we must not have
any more claims filed in the future, and we were all agreed
that something ought to be done. The problem then eame to
fix a date. The date of March 3 was originally put into this
tmendment as it was adopted last week, because, under a joint
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resolution, Mareh 3, 1921, was the official date of the endiug of
the war for tax purposes. It is a corious contradiction that
the President fixed July 2, 1921, as the official date of the end-
ing of the war for most purposes, the veterans' laws, for ex-
ample, but in all tax questions the war officially ended on
March 3, 1921, and the date of March 3, 1924, was originally
put in this amendment because that was the end of the three-
Year period from the official ending of the war. That date had
been allowed by the bureau itself for filing claims, if my recol-
lection is correct. We thought that did justice, and the Sen-
ator from Michigan, not very enthusiastic about extending this
time at all, T know, consented to that date of March 3.

Mr. COUZENS. Mr. President, does the Senator mind tell-
ing us why a three-year period from the ending of the war was
fixed upon?

Mr, REED of Pennsylvania, There are so many techni-
calities in this thing now that I am just a little bit afraid of
involving myself over my head and over everybody else's
head. Anyway, the three-year period was fixed and was recog-
nized by the bureaun. I guess it is enough to say that. I think
it was fixed in one of the statutes, probably in 1918. That is
why we agreed on March 3. -

Since that agreement this situation has arisen. For a good
many years before this deeision of the Board of Tax Appeals it
had been generally understood in the bureau that the tax-
payer had five years after the date of the filing of a return
to make his amortization claim, Solicitor Mapes and Solicitor
Hartson, of the bureau, each rendered an oplnion which, in
effect, sustained that vlew. So that down until last year, as
far as the law was settled at all or eould be said to be settled
by these official opinions, these solicitors’ views seemed to con-
trol, and the lawyers of the country and the tax experts gen-
erally relied on that.

My attention has been called to one typical case, and perhaps
it will make things clear if I refer to that with names and
dates. The Smith & Wesson Co., manufacturers of revolvers
up in Massachusetts, built a factory at Springfield, Mass.,
for the sole purpose of making revolvers for the United States
Army during the war. They wanted to file a claim for the
amortization of that factory, because they believed it to be
entirely worthless to them after the war, or practically
worthless. They consulted their lawyers about it. The law-
yers looked up the opinions of the solicitors of the Bureau of
Internal Revenue, and they said:

Here are these two opinions of the solicitors which say you have
five years to file your claim.

Under the tax law of 1918, which was delayed in its pas-
gage, the time for filing returns for the year 1918 was extended
to June 15. So they said:

You have five years from June 15 to set up your elaim for amortiza-
tion which occurred to your factory Dbecause of the gigning of the
armistice,

Obviously the moment pen was set to the armistice that
revolver factory represented a big loss to the taxpayer. They
deliberately refrained from filing their claim, because, as
they and their counsel agreed, it would be easier to show
the worthlessness of that factory if they delayed the filing
of the claim until as late a date as possible, and so got all the
evidence possible. They could have filed it sooner, but in
reliance on the solicitors’ oplnions they did not do it.

It seems to me that we oyght to make the date June 15
because the good faith of the Government is involved, in a
sense, not to take care of that particular taxpayer, for there
are some others; we can not ascertain the exact number,
but not a very large number would be benefited. It seems
to me we could not make the date later than June 15, 1924,
because, although we have all been urged to—I dare say that
every Senator who hears my voice has been urged to allow
the general statute of limitations to fix the time—I feel that
claims for amortization in the years that followed the war
are not so meritorious as those of 1918.

What Congress wanted to take care of was the collapse of
value which occurred in these munition establishments on
account of the signing of the armistice, and therefore I think
that a claim for amortization for the year 1918 stands on a
far better footing than one for a later year. The great trouble
with this amortization section has been that it has been taken
advantage of by many taxpayers to recoup themselves for
losses which occurred to them by reason of the panie of 1920
and the depression of 1921 which followed it. That was not
what Congress meant to do at all. We wanted to take account
of the change from war to peace, but we did not want to take
account of depreciations in value which came about through
a general slump in business. That is why I think that while
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we shounld take ecare In good faith of these claims of 1918
there is no reason for giving the claims of 1919 and sub-
sequent years privileges to which the taxpayers never thought
they were entitled. I think the Senator from Michigan agrees
with me in that.

Mr. COUZENS. Does not the Senator agree that they have
already gotten advantage of those subsequent years?

Mr, REED of Pennsylvania. A great many of them have, I
am sorry to say; but we can not do anything about it.

Mr. COUZENS. To the extent of hundreds of millions of
dollars?

Mr. REED of Pennsylvania. I think to a very considerable
extent. The total amortization allowances have been about
$600,000,000. That does not mean the Government has lost
$600,000,000.

Mr. COUZENS.
per cent,

Mr. REED of Pennsylvania. They lost the tax on $600,-
000,000. Part of that we meant the Government should lose.
A large part of it is properly lost; but some of those allow-
ances I think were excessive, The Senator from Michigan and
myself are of one mind on that. .

Mr. COUZENS. Mr. Presidént, when there was first pre-
sented the amendment we are now asked to reconsider I recog-
nized that many of these corporations had received excessive
amortizatifn allowances, due to the slump in business and the
depression in the fall of 1920 and in 1921. But there seemed
to be no way of preventing it, and the allowances were made.
In other words, they had gotten away with it. They were
working under the statute giving them three years from the
official closing of the war, which was March 1, 1921, as applied
to the revenue act. So that inasmuch as many of them had
received their allowances, it seemed to be an injustice to ostog
those who had filed their claims prior to March 3, 1924, an
in conference with the Senstor from Pennsylvania [Mr. Reen]
I did not see how we could really object to doing equity be-
tween the taxpayers. One of the greatest faults the committee
which investigated the bureau found was the evidence of injus-
tices between taxpayers plus the injustices to the Government.

After we agreed upon this date, and the amendment was

adopted by the Scnate, there appeared these claims referred
to by the Senator from Pennsylvania [Mr. Reep], the claim-
ants relying upon these decisions of two solicitors of the
Bureau of Internal Revenue. For myself, I would have liked
to see them all estopped the year following the slgning of
the armistice; but that seeemed impossible of realization. So,
to do equity between the taxpayers, I do not see how we can
fail to recognize these two solicitors’ opinions as giving the
taxpayers five years from June 15, 1919, to flle their claims.
That means that no claim that was not filed prior to June 15,
1924, will be considered, but all claims filed up to that time
will be considered if this amendment shall be adopted.
" Mr. REED of Pennsylvania. Mr, President, when we were
considering this matter this morning in the subcommittee the
Senator from Utah [Mr. Kine] asked that no action be taken
on it until he had a chance to discuss it with Mr. Manson.
1 completely forgot that, and I have unconsciously broken my
agreement with the Senator. Therefore I shall have to ask
that this go over for the present, until the Senator from Utah
has had a chance to have that conference.

The VIOCE PRESIDENT. It will be passed over.

Mr. SMOOT. That completes the administrative amend-
ments, with the exception of the one that has just been passed
over, I would like now to turn to page 264, the Board of Tax
Appeals.

The VICE PRESIDENT. The clerk will read the amend-
ment.

The CHier CrErg. The amendment passed over is at the
hottom of page 265, to strike out lines 24 and 25, both inclu-
sive, and on page 266 to strike out lines 1 to 7, both inclusive,
and to insert:

(b) The terms of office of all members who are to compose the
board prior to June 2, 1928, shall expire at the close of business on
June 1, 1928, The terms of office of the 16 members first taking
office after such date shall expire as deslgnated by the President at
the time of nomination, 4 at the end of the fourth year, 4 at the
end of the gixth year, 4 at the end of the eighth year, and 4 at
the end of the tenth year, after June 2, 1926. The terms of office
of all successors shall expire 10 years after the expiration of the
terms for which their predecessors were appointed; but any mem-
ber mppeinted to fill a wvacancy occurring prior to the expiration
of the term for which his predecessor was appointed shall be ap-
pointed only for the unexpired term of his predecessor.

(e¢) If at any time after the expiration of two years after the enact-
ment of this act the President determines that the functions of the

It means, though, that they lost about 80
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board can be performed efficiently by less than the number of mem-
bers then in office, the Presldent may by Executive order specify the
number of members he determines to be necessary, After the issuance
of such Executlve order, no appointments to flll vacancies shall be
made until the number of members 13 reduced to the number so
specified.

Mr. KING. Mr, President, I send to the desk an amend-
ment to the committee amendment.

The VICE PRESIDENT. The amendment to the amend-
ment will be stated.

The Caier Crerx. On page 266, line 10, strike out “16”
and insert in lieu thereof “12” and on page 266 strike out
lines 8 to 21, inclusive, and imsert in lieu thereof the fol-

lowing :

(b) The terms of office of all members who are to compose the
board prior to June 2, 1926, shall expire at the end of June 1, 1426,
The terms of office of the 12 members first taking office after such
date shall expire, as designated by the President at the time of
nomination, four at the end of the second year, four at the end
of the third year, and four at the end of the fifth year, after June
4, 1926. The terms of office of all successors shall expire five years
after the expiration of the terms for which their predecessors were
appointed; but any member appointed to £I1 a vacancy occurring
prior to the expiration of the term for which his precedessor was
appointed shall be appolnted only for the unexpired term of his
predecessor,

Mr, KING. Mr. President, the amendment seeks to rcduce
the number of members constituting tde Board of Tax Ap-
peals from 16 to 12 and to shorten the terms of office of the
various members of the board to a maximum of five years.

On page 266 of the pending measure and line 10 the word
“sixteen ” is found in the sentence, “ The terms of office of the
16 members first taking office after such date shall expire,”
and so forth. My amendment proposes to strike out the word
“sixteen” and to insert in lieu thereof the word “twelve.”
In line 12 the provision reads as follows:

four at the end of the fourth year, four at the end of the sixth year,
four at the end of the eighth year, and four at the end of the tenth
year, after June 2, 1926,

My amendment proposes to restrict the membership of the
board to 12 and provides that the term of office of four shall
terminate at the end of the second year after their appoint-
ment, four at the emd of the third year after their appoint-
ment, and four at the end of the fifth year after June 2, 1920,
g M;. PHIPPS, Mr. President, may I ask the Senator a ques-

on

The VICE PRESIDENT. Does the Senator from Utah yleld
to the Senator from Colorado?

Mr. KING. I yield.

Mr. PHIPPS. Can the Senator inform us as to the condi-
tion of work of the Board of Tax Appeals at the present time?
How many cases are pending and how long will it require the
present board of 16 members to bring the work up eurrent?

Mr. KING. There are approximately 8,000 cases pending;
that is, 8,500 appeals have been taken up to about a month
ago, but many were dismissed, hundreds of the appeals aban-
doned, and a considerable number determined. Under the
confused condition resulting from former conflicting rulings,
and unpublished ones, many taxpayers have sought to reopen
cases or to appeal from the commissioners’ rulings. But the
situation will soon be cleared; the accumulated “war cases”
will soon be disposed of, so that the work of the board will
soon diminish, and within two or three years the collections
of the bureau will be current. But I repeat to the Senator I
can not state definitely the number of cases now on the
calendar.

Mr. REED of Pennsylvania, 1 can give the figures, if the
Senator will permit me to interrupt.

Mr. KING. There have been 8500 appeals taken to the
board.

Mr. REED of Pennsylvania.
figures?

Mr. PHIPPS. Yes; I would like to have the figures.

Mr, REED of Pennsylvania. The total number of cases
filed with the Board of Tax Appeals up to the last day of last
month was 11,470. Of that number they have decided 1,275.
They have dismissed for lack of jurisdiction, failure to prose-
cute, or other causes 2,795. They have heard, but have not
yet decided, 904 of the cases. The number of cases pending is,

Does the Senator want the

of course, the difference between the total of those three and
the total number filed.

Mr. PHIPPS. Of the total cases so far filed, over 7,000
have not yet been considered by the Board of Tax Appeals.




1926

Mr. REED of Pennsylvania. Net quite so many., The total
number of cases decided, dismissed, and so on, is 4,874, and
that number from the total of 11,470 leaves about 6,600.

Mr., SMOOT. In this connection I want to say to Senators
that the board is receiving on an average of over 250 new
cases each week, and no doubt they will continue at about that
rate for a considerable time, but how long no one knows.

Mr. REED of Pennsylvania. At their present rate of prog-
ress they are disposing of about 425 cases a month.

Mr. PHIPPS. It seemed to me, from information I have
had, if the Senator from Utah will pardon me for taking his
time, that the proper move would be to increase the number of
members of the board rather than to decrease the number at
the present time.

Mr., KING. I concede that a great number of cases have
been appealed to the board. The work which it is doing was
performed formerly by an agency in the Tax Unit which in
effect correspond to the organization which the bill perpetu-
ates. I want to say, however, that the great majority of cases
which have been appealed and a great majority of those which
will be appealed will fall into a limited number of categories,
and the establishment of a rule—and rules are being estab-
lished through the decisions—will automatically settle or dis-
pose of many cases which reach the board. The Senator from
T'enpsylvania called attention a moment ago to about 2,800
cases which have been either dismissed or abandoned. Many
of the cases filed are based upon efforts to reopen settlements or
obtain special assessments or secure bhenefits by having different
interpretations placed upon invested capital provisions of the
law. A decision by the board may lay down a rule which will
dispose of thousands of cases, and automatically they will be
dropped from the docket, or, at least, will not be prosecuted,
and in due course will be dismissed.

In my opinion, based upon the researches of the Couzens
committee and information received from reliable sources, 12
judges could dispose of the business that will come before the
Board of Tax Appeals; and also, that within 2 to 4 years
not more than 6 to 8 members of the board will be required.

Mr. DILL. Mr. President—

The VICE PRESIDENT. Does the S8enator from Utah yield
to the Senator from Washington?

M, KING. I yield.

Mr. DILL. I want to ask the Benator why it Is proposed
now to change the term of office of these men? The term is
now 10 years. The House proposes to make it 14 years.
There is an amendment proposed to make it 12 years, and
now the Senator from Utah proposes to make it 5 years. What
is the reason for wanting to change the term? Why change
the length of term of office every time we pass a revenue
bill?

Mr. KING. This legislation creating the Tax Appeals
Board was experimental in character. There were some per-
sons who wanted to create a huge and imposing court, pano-
plied with all the powers and dignity of Federal courts;
judges were to be appointed who were to have a life tenure
of office. Out of the conflicting views the present organization
was developed. It was felt that it might not funetion well, or
that radical changes might be necessary in its form and
functions. The board has justified its existence, although
there has been gome criticism—particularly as to the influences
which secured the appointment of some of its members.

When the Ways and Means Committee of the House consid-
ered the question early this year they provided for a board of
16 with a maximum term of office of 14 years. When the
matter came before the Senate Committee on Finance the term
was limited to 10 years. As I have indicated, the work of the
board will soon be reduced to such a point that but a few
members will be needed. With the settlement of the war cases
and claims, the question of depletion and ameortization, and the
bringing of the work of the tax unit to date—that is, so that it
is kept current—the board’s labors will be greatly reduced.
I believe at the end of five years a board consisting of five
members will be sufficient to meet the needs of the Government
and the people.

Mr. REED of Pennsylvania. Does not the Senator think that
the contingency is amply taken care of by the committee
amendment, which begins at the botfom of page 266, where the
President is given authority to leave a vacancy on the board
if at any time after two years he finds the work can efficiently
be done by less than the full board?

Mr. KING, The Senator knows how difficult it is to abolish
an office. Political pressure is exerted, and the President can
not always resist it. Indeed, under our system of party gov-
ernment he responds to the wishes of his party, not always, but
the departures are rare. It will be impossible to abolish any
of these positions. There will be an apparent necessity for
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retaining all the members, and a multitude of reasons will be
urged for the filling of every vacancy. It is unfortunate that
judicial positions should be partisan.

I am told that, if not members of the present board them-
selves, at least thelr friends are insisting that the terms of
members of the board shall be extended. Senators know that
when offices are created political pressure will be brought and
an abnormal situation developed under which it will appear
that there is a necessity for continuing the positions.

Mr. SMOOT. May I call my colleague’s attention to the fact
that the House text provides for a term of 14 years?

Mr., KING. Yes; I know it does.

Mr. SMOOT. The Finance Committee cut that down to 10
years,

Mr. KING. That I have stated; it was a wise amendment,
but I am not yet satisfled with the provision. I think we
ought to cut the term down to five years.

Mr. DILL. Why does not the Senate hold to the present
term of 10 years? :

Mr. REED of Pennsylvania. That is what we want to do.
That is the Senate committee amendment now.

Mr. DILL. I understood it was 12 years that was proposed
by the Senate committee.

Mr. SMOOT. No. We reduce it from 14 years, as the House
text provided, to 10 years.

Mr. DILL. 1 want to say a word against the lengthening
of the terms. Whenever we get an official in office and give
him a long term it makes him arbitrary just to the extent
we lengthen his term of office. I am not objecting to the pres-
ent 10-year term, but I am objecting to increasing it.

Mr. SMOOT. The House increased it to 14 years, but the
Senate Finance Committee proposes to put it back to 10 years,
which is the term under the present law. '

Mr. GEORGH. Mr, President——

Mr. KING. I yield to the Senator from Georgia.

Mr. GEORGE. I wish to suggest to the Senator from Utah
the faet that the board is empowered and is directed to hold
hearings at other places than Washington. I think that a
division of the board ought never to be composed of less than
two members, and therefore, if they are to visit different parts
of the eountry the number fixed in the bill would seem to me
to be not too targe. I think it very important that the board
hold hearings in different parts of the country, so as to oblige
the taxpayers; that 1s, to save them the great expense of
coming to Washington to present their cases. ;

I agree with the Senator that in so far as the mere work
of the board at its headquarters in Washington is concerned
12 men or possibly 10 or it may be even § might do the work
just as well as a larger number; but when it is considered
that they are to hold hearings about the country and for the
convenience of the taxpayers, which I regard as important, I
doubt the wisdom of reducing the number,

Mr. NORRIBS. Mr. President—

Mr. KING. I yield to the Senator from Nebraska.

Mr. NORRIS. I want to get the Senator's idea about some
questions that have arisen in my mind regarding the Board of
Tax Appeals. I believe that it is more or less, and ought to
be more or less, of a judicial nature. They will pass purely
and solely upon questions of law. Am I right in that state-
ment ?

Mr. KING. Questions of fact necessarily are involved.

Mr. NORRIS. Obh, yes; I ought to modify my statement to
that extent,

Mr. KING. They are in a sense nisi prius courts.

AMr. NORRIS. But it is their duty to say what the law is
on the facts as they find them?

Mr. KING. Yes. -

Mr. NORRIS. A They are just the same as any other court
in that respeect?

Mr. KING, Yes.

Mr, NORRIS. Do these 16 members sit as a body and listen
to arguments?

Mr. KING. No; they are divided into groups.

Mr. NORRIS. That is what I supposed; and the object of
dividing them into groups is to expedite business?

Mr. KING. Absolutely.

Mr. NORRIS. So that, as a matter of fact, we have several
courts?

Mr. KING. And they are also ambulatory; they visit the
various sections of the United States for the purpose of con-
sidering cases that may be presented instead of having the tax-
payers come to Washington.

Mr. NORRIS. When one group goes to San Franciseo or
some other place and sits on a series of cases, do they reader
no judgment until they make their report to the full board?




3750

Mr, KING. My understanding ig that they may render judg-
ments—that is, pass upon preliminary matters.

Mr. SMOOT. No; they do not.

Mr. KING, That is, they may make their findings for
presentation to the board when they report back to Washington.

Mr. SMOOT. They make no findings at all. The court
itself makes the findings after the case is presented by the
two or three members who have considered cases in other sec-
tions of the country.

Mr. KING. I repeat, they can pass on all preliminary mat-
ters, and they ean prepare thelr findings or views upon the
testimony taken, so that when they return to Washington they
may have something concrete to present to the board.

Mr. NORRIS. It scems to me that would bring about a
court so large that delays would necessarily occar,

Mr. REED of Pennsylvania. Mz, President, my attention was
diverted when this conversation began, but if the Senator from
Nebraska is speaking about the hearing of cases by divisions of
this court, I will say that the proposed act as reported pro-
vides that the decision of any division of one or more mem-
bers shall become final unless it shall be reviewed or ordered
reviewed by the chairman within 30 days.

Mr. NORRIS. It seems to me we are considering this tri-
bunal as having rather a judicial aspect, and that, I think,
is the way it ought to be comnsidered. That puts a loophole
into the proposed law that will not result in efficient work,
beeanse here is a court composed of quite a large number of
men—judges, let us call themm—divided up info divisions that
go out into different parts of the country and come in and make
their report. The tendency is naturally going to be, I should
think—I speak of it in no eritical sense—that the report of
one division would be approved mostly as a matter of form,
and the judges involved in that decision would, as a matter
of form, approve a report coming from another division.

Mr. KING. I presume there will be such a coordination of
the activities of those various groups—

Mr. NORRIS. What kind of men compose those groups?

Is the junior Senator from Utah acquainted with the person-
nel of the conrt?

Mr. REED of Pennsylvania. I can advise the Senator about
that, but I do not like to do it in the time of the Senator from
Utah. :

Mr. KING. I know the names of the members of the board,
but I was observing, when interrupted, that there is coordina-
tion of the activities of the various groups, so that there will be
uniformity in the decisions.

Mr. NORRIS. I have no doubt that in their work one di-
vision wonld be found down in New Orleans, for instance,
considering questions that would be, perhaps, ldentical with
questions that would be considered by another group in Phila-
delphia or Pittsburgh or Harrisburg.

Mr. KING. BExactly.

Mr. NORRIS. One of the things I think that everybody
must concede as necessary if we are to obtain good results is
that the decisions coming from this court shall not be conflict-
ing; they must be uniform, of course.

Mr, KING. Undoubtedly.

Mr. NORRIS. They can not reach uniformity, it seems to
me, if each division renders a judgment and that becomes
final unless somebody appeals from it.

Mr. KING. The Senator from Nebraska knows that in some
States the appellate courts have two or more divisions or gec-
tions. In important cases the entire court will sit, but in
many matters the controversies are submitted to a decision,
usnally three judges.

Mr. NORRIS. Somebody must do something in order to pre-
vent- the declsion from becoming final.

Mr. REED of Pennsylvania. Mr. President——

Mr. NORRIS. Just a moment. If the decision of a division
at San Francisco on a certain question Is one way and a
different conclusion Is reached by another division in Boston,
I can conceive that such conflicting opinions and judgments
rendered by them might both stand unless it were necessary
under their rules and regulations before either decision should
become effective that they should be passed on by the full
board.

Mr, KING. Mr. Presidenf, the procedure provision of the
act, I think, makes for certainty and uniformity of decision;
I think it is carefully guarded, and we need have no apprehen-
sion in that regard. Section 906 and the subdivisions follow-
ing fully protect against incongruities and will bring about
uniformity.

Mr. NORRIB. Of course, that is what we want. The cer-
tainty of the law is almost as important as to have the law
itself, so that taxpayers may know what the law is.

Mr. KING. I agree with the Senator.
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Mr. NORRIS. If the decisions are promulgated and the law
becomes a certainty, a decision in one case will often settls
several hundred cases.

Mr, KING. Undoubtedly.

Mr, REED of Pennsylvania. My, President, will the Senator
let me interfere at that point?

Mr. KING. I yield.

Mr. REED of Pennsylvania. The same provision, in suh-
stance, is in the law to-day. The central office is in Washing-
ton; every decision is reported to Washington; and up to the
present time every deecision of a division has been looked over,
privately if not publicly, by every member of the board befora
it has been published, and every decigion is published for the
benefit of the public. The board has built up already a sub-
stantial set of reports.

Mr. NORRIS, Let me ask the Senator another question——

Mr, SMOOT. Mr, President, I have the first volume of thosa
decisions; there are over 1,200 of them; and each decision in
the first volume is on a different subject matter. :

Mr, NORRIS. Will not that resulf in the diminution of the
cases that are pending? Is it true that there are so many
questions arising all the time that the work is increasing be-
yond the power of the commission fo pass on them and to keep
the work current?

Mr. REED of Pennsylvania.
handle at the present time.

Mr. NORRIS, Will there not be a tendency toward the
reduction in the number of cases that the board will even be
called upon to conslider if there is uniformity in their decisions?

Mr. REED of Pennsylvania. Of course, that will be the
tendency also because of the disappearance of the excess-profits
tax cases, and because we are frying to simplify the law so
as to cut out difficult questions of depletion, which always
mean 4 lawsuit., As we get the law simplified, and the excess-
profits tax recedes into history, the work of this board will be
less, Then, if we put In the provision allowing the President
to drop members of the board or fo keep vacancies unfilled,
instead of making prompt reappointments. If he finds that
the board is catching up with its work, he will not have to
fill a vacancy that occurs after two years.

Mr. WILLIS, Mr. President—

Mr, KING. I yield to the Senator from Ohlo.

Mr, WILLIS. I desire to ask a question, either of the
Senator from Utah or the Senator from Pennsylvania. I
have not had opportunity sufficlently to examine this section,
or, perhaps, I could answer the question for myself. Is there
any provisions, other than the general proyision which appears
in section 901, touching the qualifications of the members of
this board? This is practically a court, as I understand.
Must the appointees thereto be members of the bar? What is
the provision as to their qualification? Does that reside en-
tirely in the sound discretion of the appointing power?

Mr. KING. It rests with the President of the United States,

Mr. REED of Pennsylvania. It is all in section 901, which
provides that they shall be appointed * solely on the grounds of
fitness to perform the duties of the office.”

As the President has to consider that question and as the
Senate has to consider it when the question of confitmation
comes up—~for appointments to this board all come to the Sen-
ate for confirmation—it is reasonably sure that they will be
lawyers, and lawyers who know something about tax cases.

Mr. WILLIS. I should think, in view of the nature of the
court, they would have to be lawyers.

Mr, KING. Mr. President, I have been asked by the Senator
from Nebraska the names of the members of the board.
Six of them were employees in the solicitor's office, receiving
salaries much less than those which they are now receiving.
They were passing upon questions of the same character
as those presented to them as members of the Tax Appeals
Board. They were taken out of the solicitor’s office and lifted
into these judleial positions. Then four former employees of
the Treasury Department, who, as I understand, resigned and
were glving attention to tax eases, were brought back into the
department.

We hear much these days about the enormous fees received
by persons engaged in tax cases and their disinclination to
accept office, yet four persons who had been in the department
and who had separated themseives from the service were giad
to accept, or did accept, positions upon this board and thus
reentered the service of the Government. I am not complain-
ing or eriticlzing them for so doing. Of the entire board only
six were not in the tax unit or former employees in the Internal
Revenue Bureau, I have here the names of the members of
the board, but shall not place them in the Recorp. I will hand

I think the board has all it can

them to the Senator of Nebraska If he desires me to do so.
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Those taken from the sollcltor's officer were recelving much
less compengation than is provided in the Lill.

I nm not advaceing that as an argument against their ap-
pointment or agalnst their qualifications for the' position.
Perliaps some of them are mere familiar with our revenue
laws than are some eminent lawyers throughout the country;
and yef, in my oplnlon, it was most unwlse to sclect so many
employees and ex-cmployees of the bureau for these judicial
positions. No matter what thelr gualiflcations may le, they
fire bound to have the bureaucratic view, or, to use the lan-
guage of the distlnguished Senator from Virginia [Mr. Grass]
a few days ago, tlhey are saturated with the Treasury view
or the tax view lo regard to these matters. Moreover, it Is,
in my opinion, improper to create oflices to be filled by those
who are In the public service. I should like to see a provision
in this bill making ineligible for a place on the board any
person In the Treasury Deparfment for two years after his
separation from the service,

Mr. REED of Pennsylvauia. Mr, President, will the Sena-
tor permit an interruption?

Mr. KING. Yes,

Mr. REED of Pennsylvania. Does not the Senator think
that is pretty well answered by the fact that out of all the
cases they have decided they have completely reversed the com-
missioner in 13 per cent of thelr cases; they Huave puartly
reversed him In 84 per cent of the cases, and have affirmed
him completely in only 03 per cent of the cases? That does
not Indieate that there is an absence of independence on their
part?

Mr. KING, Well, I do not know whether those figures
indicate very much, for the renson thuat the decislons of tlie
employees In the department and of the cominissioner himself
were so varied, so Incongroous, that whatever way they decided
the bonrd was bound to affirm many of the decizlons and was
bound to reverse wmnny of the decisions of the Commissioner of
Internal NMevenus,

Mr. McKELLAR. Mr, Presidont, will the Senator yleld?

Mr. KING. Yes,

Mr. McEELLAR. I want to know if the Senator has any
information as to how many of the 10 are lawyers?

Mr. KING. Mr. President, T hava no information

Mr. SMOOT, They are all lawyers but one, I will say to
tlie Senator.

Mr. EING, I do not know. I think most of themm went
into the department a few yearg agoe nas young men and worked
themselves np from unimportant positions to the solleitor's
office, and from tho sollcltor’s office they were transferred to
this board.

Mr. PHIPPS. Mr. President——

Mr. KING. I yleld to the SBenator from Colorado.

Mpr. PHIPPrS. I should like to ask the Scuator as to the
status of the 6,600 cases, anproxhmately, which are now before
the Board of Tax Appeals and which have not as yet been
considered. While they are pending, and until the tax which
the clitizens muost eventually pay s determined, the amonnt
will not bear interest. The more guickly these cases are de-
clded, the earlier the Treasury of the United States will re-
celve the money, and thereby will have its use, and prevent this
lgss of interest which is now occurring by reason of the delay
in consldering these dppeals.

Mr. KING, Mr. President, that is a two-edged sword., If
the Government has to make a refund, the taxpayer is entitied
to interest; and if the taxpayer is owing the Government, he
is required to pay interest.

Mr., PHIPPS. Yes; but the taxpayer 1s entitled to the use
of his money, and ho should not be kept walting an undue
length of time for the adjudleation of his case,

Mr. KING. There can be no controversy about that. Any
person is erntitled to money due him. IHowaver, 6 per cent in-
terest is a fairly good rate of interest,

Mr, PHIPI’S. Any buslness that ean not earn more than ¢
por cent is a mighty poor business In these days.

Mr. KING. I think the Senator, becaunse of his knowledge
of some of the great business organizations and trusts of the
United States, knows that many of them are exploiting the
]tw'glple and making carnings far greater than are just or equi-
abla,

Mr, PHIPPH. In Lthe Senator’s Stale and my State the busi-
ness man as & ruole has to pay conslderably more than 6 per
cent for money,

Mr. KING. I do not quite agree with the Senator.

Mr. PHIPPS. Perhaps not as a rule, but very frequently.

Mz, KING. I think the banks of my State are loaning large
sums at 6 per cent, and the Senator knows thut the land banks
and many insurance companies are making loans for 6 per cent,

237

LXVII

and in fome Instances less than that. But no one opposes the
Senator's contention that {f a taxpayer has overpald he should
recelve back from the Governmont at ag early a date as possible
the amount which is due him; and, of course, whatever is due
from the taxpayer to the Government ought to be promptly
paid by him.

Mr. SMITH. Mr. President, may I ask the Senator whether
interest acerues from the time the tax is pald when they flul
that there has been an overpuyment by the taxpayer? Does
interest accerne from the date of payment when they fihd that
the Governmont owes him u rebate?

Mr. KING. Yes. My understanding is thut if the Senafor
had pald in 1920 or 1921 or 1922 to the Goverament an amount
in excess of the proper tax, and the matter was before the de-
partment for final adjudication, and he was contesting the pay-
wment, and it was declded that he had overpald, he would re-
celve it with interest at the rate of 6 per cent

Mr. BMITH. When did that law go into effect? That has not
been operating long, has it?

Mr. KING, No; I think that lnw was passed in 1621, Re-
cently, in one case that was brought to my attention, an indi-
vidual recelved £300,000 as a refund, and Interest amounuting to
$60,000 upon the refund

Mr. SMOOT. The first fntereat was allowed under the act
of 1921. All the acts before that thue allowed no Ioterest to the
taxpayer:; but the act of 1921 provided that the taxpayer
should receive thie same rate of interest that the Government
chargaed the taxpayer In case he lost.

Mr. KING. And that is the reason why so many now &ro
gelting large amonunts of interest.

Mr, SHORTRIDGH. Mr, President, will the Senator yield?

The VICE PRESIDENT, Does the Senator from Utuh yield
to the Senator from California?

Mr, KING. 1 yleld,

Mr. SHORTRIDGE, I undevstand that the Scnalor favors
the provision of the bill which permits, if it does not alinust
direct, the members of thig appeal board to divide themselves
up into divisions and hear cases throughout the whole country.

Mr, KING. I think that is a wise provision. That is one of
the meritorions features of the bill

Mr. SHORTRIDGE. I think so. Also, we must admit that
there are now pending and undelermined something in the
neighborhood of 6,000 or 6,600 cases, I assnme that the Sena-
tor whom I am saddressing favors that proyvision in the bLill
which will enable the President to defer appointments to flll
vacancivs In the event that he determines that such vacancies
should not be filled.

Mr. KING. The Senator knows that when this matter was
before the Finance Committee, of which both the Beuutor and
myself are members, that provision was urged by me with
what little force I possessed. 1 felt that the number of 16
wits entirely too grent, and that a provision should be Inserted
that would authorize the President to determine when the
business of the board warranted, then the membership of the
board should be reduced.

Mr. SHORTRIDGH. I understand that the Senator objects
to the number of 16, however, and wishes to reduce it to 12,

Mr, KING. My positon i3, that 12 members can perform
the work; that 16 are not required, The fact that a large
number of appeals have been taken means nothlng, in view
of the faet that so many of them fnll into a few categories,
g0 that when a controlling decision i3 made huudreds will be
abandoned or effectually disposed of.

May I give an [llustration? The German Mixed Clalms
Commission had presented to it claims aggregating over oue
billion dollars. There will be allowed perbhaps not more than
two hundred milifon dollars. Many of the cases fell into three
or four groups; and as soon as one of the cases in n group was
decided, that antomatically ended hundreds of cases which had
been filed. As a result, the commission has disposed of prac-
tlically all claims within an Incredibly short time. It i to the
credit of that organization that it has done such fine work., I
wish that the Mexican Mixed Claims Commission swould fol-
low the example of the German Mixed Claims Commission,

Mr, SHORTRIDGE, I wish to make merely one observation,
not to prolong the discussion. I suppose we will all agree
that justice delayed is justice denied. We wlll also agree
that there should be an ample number of members of this
board to hear and consider cases speedily before declding
them. It has been remarked here that a great many of ihese
cases were dismissed for lack of Jurisdietion.

Mr. KING. Lack of prosecution.

Mr. SHORTRIDGHE, Well, but first for lack of jurisdiction
fo hear and determine them. Of course, we all recognize that
in order to decide that polnt an examinatlon must be made
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of the case, and It may take a very conslderable time to resolve
and deeide that matter properly.

Mr. KING, May 1 interrupt the Benator right there?

Mr. SHORTRIDGE. Certainly.

Mr. KING. The Senator knows that many of these cases
arc prosecuted by clever tax experts and tax lawyers. The
know the deeisions; and when they bave a case on appeal, an
a decislon has been made which aiffects it, they have sense
encugh te abandon the appeal; and many cases will not be
brought to the altention of the beard at all.

Mr, SHORTRIDGE. Let ne hope that that has been go and
will be go.

Mr. KING. I am sure that is the case.

Mr. SHORTRIDGE. I am merely inviting. the Senator's
attentlon and that of other Henaturs to the proposition that
we want a speedy end a correct determination of these cases,
and this so-called Board of Tax Appeals is, in point of its
funetions, a Judicial tribunal; and no taxpayer’s claim, no
demand of the Government, should be flually determined by that
body withiont a thorgugh examination of the facts and the law.

Moreover, I invite the Neunator's attention to this proposi-
tion: The LIl vests in the board the functions of a trial court.
It is to bear and determine facts as well as to resolve the
law applicable to those facts. It is not merely a tribunal to
listen to arguments touching matters of law. They receive
evidence, they Usten to witnesses, they recelve evidence oral
and docomentary, as a8 jury does. Thercfore I am suggesting
that the number, 16, when divided and holding court through-
out this vast Republle, is not too great a number to speed on
the work in hand,

Therefore, not to indulge in mere plotitudes or refleetions or
geperalities but to look at the practieal situation, I shounld
ke to sgree with the Senator; but I ean not bring my mind
to the conclusion that 16, divided up iunto divisions, is tov
great a number,

Mr. SMITH. Mr., Presdent——

The PRESIDING OFFICER (Mr. Witeis In the chair).
Does the Senator from Utah yield; nnd If so, to whom?

Mr. SHORTRIDGE, That iz all I have to say.

Mr. KING. I yicvid to the Senutor from Sonth Carolina.

Mr. SMITH. It seems to me that tle Senator has given a
persuasive argument here as to why wo should keep 16 mem-
bers of this board. in view of the fiiet that there is a provision
in the bill that when they shall have eanght up with the work
sufficiently so that not all of them sre necded the President
may drop them out as he sees they ure not needed.

Mr, KING. As their terms expire.

Mr. SMITI. As their terms expire, and their terms are not
very long. In work of this kind I am ioelined to view with
favor a rather long term, becanse the work Is of such a nature
that if the man is gunalifled, the longer hie Is kept the more
expert Le hecomes, and therefore he is better qualified to per-
form the duty. It seems to me that if we keep the 16 mem-
bers, as they become more expert they will work dounbly well,
becanse of the accumulated number of ¢cazes and the experiness
with which they can approach them; and then, as the work is
caught up with, we may diminish the number.

Mr. BHORTRIDGE and Mr. EDGE addressed the Chair,

The PRESIDING OFFICER, To whom does the Benator
yield?

Mr. KING, Ta the Senator from Callfornia.

Mr. SHORTRIDGE. Mr. President, finglly, the law will
always be subject to controversy, discusslons, and consequent
appeals, We may not Indulge ourselyves in the yain hope that
the law will beeome so certain and so definite as to make litiga-
tion unnecessary. New laws will be passed, now conditfons will
develop, and there will always be controversy and honest Qif-
ference of opluion as to the mwmeaning of the law.

This Republie i3 n going concern, vastly Increasing In popu-
lation; and I can not see a time when there will not be the
necessity for at least this number of judges to determine all
these coutvoverted matters. I hope the Benate will at least
retaln this number, with the provision that the President may
cut it down when it appears that a less number will be suf-
clent to carry un specdily the work of the board.

Mr, EDGE. Mr. President, will the Senator yield?

The PRESIDING OFFICER. Does the Senator from Utah
yield to the Senator from New Jersey?

Mr. KING. Yes.

Mr. EDGE. Did I understand the Senator a short time back
to make the statement that 156 of the 16 members of the board
are lawyers, members of the bar?

Mr. KING, The statement was made that 15 aro lawyers
and 1 was not, I did make the statement that the major
portion of them—I gave the exact mumber—were employees
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of the department or ex-employees, and that only five had
been drawn from outside the Influence of the Treasury Depart-
ment., I did not make that statement as a eriticism, although
I did say that I believed that the board was too much satu-
rated with the bureaucratic spirit and that it would have Dheen
better if a greater number of members of the board had Leen
drawn from lawyers of experlence—not mere tax experts and
accountants, but lawyers of broad knowledge and experience.

Mr. EDGE. I wanted to observe, with all due deference to
the splendld profession of which the Benator from Utah is such
A consplcuous member, that it might expédite the husiness of
the board If some of the members were aceonntants or tax
experts; and I ask the Benator if, fn the considerntion of his
amendment to cut down the nomber of the bourd. it wonld or
would not be wlse to consider the possibility of expediting the
business by having practical tax men, acconntants, who may
not have been admitted to the bar?

Mr, KING. Mr. President, I did not attack them upon the
ground that they were not lawyers. The guestion was asked as
to how many were lawyers, I was uuable to answer that, but
I was told by the chairman of the committee that all were
Inwyers except onme. I belleva that what the Senator says is
true, that to have upon thut board some who are familinr
with fhe tax law is of advantage. Yet 1 belleve that men
who have a comprehensive knowledge of the law will do better
work of a Judicial character than men who are merely truined
In the technlgue of burean activitles, no matter how able they
are. I do not mean in any way to discredit that techuique or
the advantages which may be derived from long years of
service in some bureaucratic plgeonhole of the Government.

Mr. NORRIS. Mr. President——

The PRESIDING OFFICER. Does the SBenator from Utah
vleld to the Senator from Nebraska?

Mr. KING. I yield. :

Mr. NORRIS. The law under which the members of this
bourd ure appointed provides that—

Members of the bosrd shall be appointed by the President, by and
with the advice of the Senate, solely on the ground of fitncss to per-
form the dutles of the office,

1 suppore that law was drafted and passed with the idea
that these men should be appointed without regard to polltics:
that there should not be a lot of politiclans put on the board;
that they shonld be free from political influence.

Mr. KING. As all Judicial officers should be. I agree with
the Benator.

Mr. NORRIS. T have heard a great deal of criticlsm of this
board, coming to me in an ex parte way, of such a nnture that
I would not give publicity to it, because, as I sald, it is ex
parte, and I do not want to do an Injury to anybody. Tha
Senator is familinr with the personnel of this board, and I
desire to ask him this question: Ifas thoe spirit of that law been
obeyed? The Senntor can use his own judgment about answer-
ing, but I am satisfied that his answor will be in general
terms. Ilave they been appointed with reference to their fif-
ness entirely, or have they, or some of them, been appointed
through infiuence, elther of the bureau or of those Interested
In the work of the burean, or throngh the influence of poll-
ticians? ;

Mr. KING. Mr. Presldent, I try to be frank and I some-
times think I have a little dégree of courage, but 1 hope tho
Senator will excuse me from answering that guestion.

Mr. NORRIS. Why should we not know about {t? We are
passing on this matter now. Has the law been carrvled out in
good faith? Have we & board that Is free from all the influ-
ences which the Benator himseolf admits shonld not exist on this
kind of a board?

Mr. REED of Missourl, Mr. Presldent— ,

Afr. KING. 1 huve not sufficient knowledge to answer that
question fairly. 1 know a few of the men upon the hoard by
reputation and one I know personnlly. He is an able and
splendid yonng man, and I think gives promise of a fine career,
I have heard the same eriticisms, doubtless, to which the Sen-
ator refers. 1 have not verified them. Tlerefore, T have re-
fralned from maklug any criticism of the persounel of the
board.

Mr, NORRIS. I asked the Senator the question because he
has had better opportunity to find out

Mr. REED of Missourl. Mr. President, 1 think I may reliove
the Senator from Utah from embarrassment, by suggesting that
he might answer that they are all men of the lighest char-
acter, but there {s a remarkable number of them related
to distinguished gentlemen in the publie service. »

Mr. KING. Mr. Presldent, I shall not detain the Benate
longer. I feltl——
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Mr. NORRIS. Mr. President, may I pursue that inqulry a
little further?

Mr. KING. 1 yleld.

Mr, NORRIS. Is It true that men In the public service,
high officials of the Government, are getting thelr relatlves on
this board?

Mr. KING, 1 did not answer the question, and so I shall
again beg the Renater not to press the question. There are
somoe names here which are rather suggestive, but I do not
know, and I make no comment:

1 agree with all that my good friend from California [Mr.
SrortHipGe] has sald as to the necessity of having expedition
and celerity in the disposition of poblie business. It 18 very
unfortunate that some of our judges are not up with their
work ; and may I say in passing, it is my opinion that many
of the judges are not as expeditious as they should be,

Mr. McKELLAR. Mr, President

The PRESIDING OFFICER. Does the Senator from Utah
yield to the Berator from Tennessee?

Mr. KING. In one moment. I am afraid that many of the
judges are political appointees. A few years azo we author-
fzed the appointment of 25 additional Federal judges. The
understanding was that they wounld be appointed because of
their fitness and that politics should not be taken Into account.
Yet we know that gquarrels between conflicting politieal parties
or factions in parties In various States held up the appolnt-
moents in many instances for weeks and months and years,
althongh we were, under the whip and spur of the Iepublican
Party, compelled to pass the bill, or at least we responded to
the compulsion, upon the ground that business was crowding
the courts and that they were congested and Important cases
conld not be tried, and we must have those 25 judges imme-
diately. The doys went ifnto months and the months into
years before all the positions were filled, because of the quar-
rels of Republican politicians In the various Btates over who
should distribote nnd receive the spoils. It is said that merit
amd Judicinl ability woere not always considered in making
these appointments. As 1 recall, there Is only one Democrat
in ti:e entire number, and that was in Loulslana. The Repub-
lienns conld not find a Republican lawyer in the State or they
wonld not have appolnted a Demoerat,

Mr. WATSON. Mr. President, I wanted to ask hiow it hap-
pened thet a Democrat was appolnted.

Mr. KING. Beecause there was not a4 Republican lawyer in
the State who was fit for the job.

Mr, McKELLAR. Mr. President

The PRESIDING OFFICER. Does the Senntor from Utah
yiold to the Senator from Tennessec?

Mr. KING. 1 yield.

Mr. McEELLAR. The Senator {s In faver of the system
under which 16 judges sit here in Washington, various ones of
their nnumber being sent out to dispense justice in the warious
purts of the country. Would the Senator be willing at all to
ngree to a judicial system under which all the Federal judges
should be put upon one bench here in Washington, and then the
various members of the court sent thronghout the country to
dispense justice as they saw fit in the varlous States of this
Union? I will say to the SBenafor that I can not think that he
believes in any such system. If he does not believe in any such
system, in so far a8 the ordinary meatters of justivo are con-
cerned, why 18 he willing to stand for # system of this kind in
regacd to tax matters, which are just as lmportant matters
as any about which any question may be raised?

Mr. KING. The situation which confronts us now is sul
generis. 1t does not guite approximnte the sitmation which the
Senator has in mind. Of course, I would not want the Supreme
Conrt to divide into groups and visit the various States to hear
controversies and then refurn to Washington to pass upon the
ensex, But we have an entirely different situation in the matter
of culleeting revenue. There is no analogy or resemblance,

Consider the Interstate Commerce Commission, for instance.
It has quasi judicial functions, but 1ts functlons and labors are
sneh that it s necessary ot times to dispateh to various States
one or more members Lo take testimony upon lmportant matters
relating to frelght or passenger rates, and so forth, After
taking testimony the member of the commission returns to
Washington, where the question is consldered by all members
anmd i Jdectsion rendered.

Mr, McKELLAR. The Senator will recall that the Interstate
Commnerce Commission, following that procedure, has not given
snlisfuetion to the country, I want to ask the Senator this
question——

Mr, KING. Let me Interrupt the Scnator right there. That
is possible; and yet I think the Interstnte Commerce Cominis-
slon in fhe main has acted prudently and wisely and has at-
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tempted to perform 1ts duty. I make no eriticism of the com-
mission,

Mr. McKELLAR. Perhaps so; I am not going into that.

Mr. KING. We can not suit everybody.

Mr. McKELLAR. I want to ask the gnnntar this question:
In the matter of these tax cases, which are really lawsuits De-
tween taxpayers and the Government, In the interest of good
and orderly government, why would it not be better and simpler
and more in accordance with Amerlcan Institutions to confer
Jurisdletion upon the warious Federal courts of the land and
lot these tax gquestions be settled in the viclnage of the tax-
payer by courts which are regularly appointed, having no
particular bias in regard to these matters? Why would it not
be Infinitely cheaper for the taxpayer, infinitely better for the
taxpayer, and infinitely better for the Government to have
these important guestions relating to taxes seitled by the
courts of the land?

Mr, KING. Mr. President, the question of taxea and the enl-
lection of taxes is one which has to be differentiated from thoe
ordinary judleial procedure, The Government ean not wait
to have all of the gquestions in relation to taxation litigated in
the courts. It goes out and seizes the property of the tax-
payer when he is delinquent. Take the Senator's own
State. An assessment is made.

The vounty commissioners—probably that is the title given
there; It is the title glven in many States—meet, and in an
informal way pass upon the cases which are presented by the
taxpayers, and they grind them out by dozens, if not by hun-
dreds, every day. In most of the Stales no taxpayer can
resort to the courts until he pays the tax.

Mr. McKELLAR. Mr. President, the Senator underiakes
to differentiate tax cases in the way he has stated, but he is
very largely mistaken about the facts concernlng that. I
say to the Senator, that within the last three or four years
tax eases involving a lundred million dollnrs have Dbeen
settled by court decisions, even under the restrictions by which
the conrts are hedged about. Cases involving at least a hun-
dred million dollars have been sgettled In the counrts in the
way that I have suggested. We already have that system in
purt, and to-day about one-fifth of all the cases are seitled in tho
courts. Why would it not be better to give the courts jnris-
diction to settle nll of the cases and not have this Peripatetic
hoard going about the country, one man or two men taking
testimony, which may or may not be in accordance with jus-
lice in a particular case,

Mr., WADSWORTH. Mr, President

The PRESIDING OFFICER., Does the Senator from Utah
yield to the Scnator from New Yoark?

Mr, KING., Let me answer this question, and then I will
vield. I do not agree with the Senator from Tennessee that
one-fifth of all the tax cases have been settied by the courts.

Mr, McKELLAR. That is the report,

Mr. KING. I think that thousands and tens of thonsands
of cases where Individuals have pald taxes are settled without
controversy to one that reaclies the courts. Now I yield to
the Senator from New York.

Mr. WADSWORTH. I was going to observe, with the per-
mission of the Senator from Utah, that doubtless the Senator
from Tennesgseqa remembers that the Lill eonfers jurisdiction on
the Federal courts under certaln condlfions.

Mr. MCKELLAR. The taxpayer can appoeal.

Mr, WADSWORTH. He can appeal to the district court.

Mr. McKELLAR. There are certain conditions under which
that can be done, and it has bean done for several years. For
instance, we have puld judgments in faver of taxpayers
amounting to n hundred million dollars, I will say to the Sena-
tor, within the last five or six years,

Mr. KING. Yes; and we have collected billions, I think
the creation of the Board of Tux Appenls was a step in the
right direction. As 1 remember, the Senator from Jowa [Mr,
CupmMminsg], a8 well as otlier Senators, complained about the
method vnder which clerks, men who were neot experienced,
conld settle tax cases involving milllons of dellars, As a re-
sult of those complaints we evolved the present Board of Tax
Appenls provision of the law. I believe it has worked fairly
well, I think it is an Improvement over the formmer plan or
procedure, and I am satistied with the provision which re-
gquires members of the board to visit the various States and
there pass upon the tax guestions which are presented, or at
least to take the testimony connected with the same.

Mr. SHORTRIDGH. Mr. President, will the Senator yield?

The PRESIDING OFFICER. Does the Senator from Utah
yield to the Senator from Callfornia?

Mr. KING. 1 yield,
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Mr, SIIORTRIDGM. T wish merely to add that we must

bear in mind that it 1s 8,000 miles from the clity of Washingtou
to the State of Washington, for example, or Lo my own State,
The provision permitting the board to divide up into divisions
and liear cases throughout the United States Is altogether
TOET. .
: I.Fr. KING. I did not intend to detain the Senate more than
a moment, hut 8o muny guestions have been proponoded that
I have occupled the floor naduly, I =hall not press my amend-
ment at the present tme. Wlhen the Ll reaches the Senate I
shall ask for n vote upon it.

The PRESIDING OFFICER. The Chalr understands the
Senator from Utah at this time to withdraw his amendment.

Mr. KING. I shall axk for a vote in the Senate if I con-
cinde. then to do so.

Mr. B8MOOT. Has the committee nmendment been agreed to?

The PRESIDING OFFICER. The question 18 on agreeing
to the committee nmendment as amended.

The amendment as amended was agreed to.

Mr. SMOOT. I wonld like now {0 have the Benate turn to
page 325, which provides for assistauts to the general couusel

The PRESIDING OFFICER. The amendment will be stated,

The Chnier Creni. On page B25 the committec proposes to
strike out lines 11 to 25, inclusive, in the following words:

(b} There 1s herehy erented in the Boreau of Interna]l Revenue the
office of speclal deputy commlssloner of internal revepue. Bpeecinl dep-
nly commissioners shall be appointed by the President, by and with the
advice and consent of the Seunate, for termns of 10 years; but not more
than slx speclal deputy commissioners shall hold ofMee at any one time,
Ench special depnty commiskioner shall receive a salary at the rate of
$8,000 per aunum, and shall perform such dutles as may be prescribed
by the commissioner or reyuired by law. Any spoclal deputy commis-
gloner may be remuoved by the President, after potiee und opportunity
for public hearing, for inefficieney, peglect of duty, or malfeusance in
offiee, but for no other cause,

And to ingert in lleu thercof the following:

{(b) There Is hereby created in the Bureau of Internal Revenue the
office of assistant to the general counsel. Assistants to the general
counsel shall be appointed by the President, by and with the advice
and consent of the Benate, but nol more than six assistants shall hold
office at any one time. Ench asslstant to the general counsel shall pe-
celve u salary st the rate of $5000 per anoum and shall perform such
duties as may be prescribed by the commissloner or required by law.

Mr. SMOOT, The junior Senator from Utah asked me, when
we reached thls provision, previously, to have it passed over.
1 do not know whether he is now reandy to proceed with It or
not,

Mr. KING. Mr. President, I want to call attention to the
committee amendment, 1 think that the amendment should
be rejected. I see no merit in it except to give jobs to & num-
ber of persons who are now in the department. As the bill
came from Lhe House it provided for additlonal deputy com-
missioners., It was elleited during the hearings before the
Finance Committee that those persons were in the depurt-
ment and the claim was made that 1o order to hold them we
would have to increase their salaries and, I presume, give
them a higher title, Bo they were made assistant commission-
ers and thelr salaries Increased to $8,000 per annum. I think
the salaries are now in the weighborhood of £5,000 or less.

Mr. GLASS. Mr. President, will the BSenstor from Utah
yield to me for a moment?

Mr, KING. 1 yleld to the Senator from Virginia,

Mr. GLASS, I was femporarily called out of the Chamber,
I wanted to offer an smendment to the section dealing with
the Board of Tax Appeals,

Mr. SMOOT. I understand what the Senator wants, and 1
aszk unanimous cousent that the vote by which the committee
amendment as amended, dealing with the Doard of Tax Ap-
peals, on page 206, was agreed to may be reconsidered for the
purpose of allowing the Senator from Virginia to offer an
amendment to the committee amendment.

The PRESIDING OFFICER. Is there ohjection to the re-
quest of the Nenutor from Utah? The Chair hears none, and
it is g0 ordered. The vote is reconsidered, and the guestion is
now on the committee amendment as amended,

Mr. GLASS, 1 send to the desk an amendment which 1 pro-
pose to that section of the committee amendment.

Mr. REED of Pennsylvania. It is on page 206, following
line 217

AMr. GLASS, If that be the proper place. I had proposed
to insert it at the end of line 19, on page 265.

Mr. SMOOT. I think it ought to go in after line 21, on
page 204

Mr. GLASS. Very well
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The PRESIDING OFFICER, The amendment to the amend-
ment will be reported,

The CHimy Crerx. On page 200, after line 21, insert the
following :

No person who ling been an attaché of the Burcan of Internnl Reve-
nué shall be ellgible to sppointment to any vacancy on the Dosrd of
Tax Appenls untll at lesst two years have elapsed since such ofelal
connectlon with sald burcan, but this prohibition shall not apply to
the present members of the board.

Mr, SMOOT. I have no objection to the amendmoent,

The PRESIDING OFFICER. The guestion is on the amend-
ment offered by the Benntor from Virginia to the amendment
of the committes;

Mr. FESS, Mr, President, what would the amencdmont do?

Mr. GLASS. It does jnst exactly what it suys. It pre-
cludes from future membership on the board attachés of the
Internal Revenune Buréan.

Mr. FESS. Does the Bvnator mean that we could not pro-
mote someone from the buresnu te the board?

Mr. GLASS. That is exactly what T mean: that we conld
not promote anyone from the Internal Revenne Bureau to this
Judiclal body to reaffirm opinions and actions that he may have
rendered and taken theretofore.

Mr. FESS. I have no objection to the amendment to the
nmendiment.

The PRESIDING OFFICER. The question is on agreeing to
the amendment offered by the Benator from Virginla to the

commitiee amendment.

The amendment to the amendment was agreed to.

The amendment as amended was agreed to.

Mr, REED of Missouri. Mr. President, T desire to offer an
amendment to & cominittee amendment.

Mr. COPELAND. Mr. President, a parllamentary inquiry.

The PRESIDING OFFICER. The Senator frem New York
will state it

Mr. COPELANI). Has the committee presented all of its
amendments?

The PRESIDING OFFICER. The Chalr is adviged that
there are a number of committee amendments which have not
yet been disposed of.

AMr. SMOOT. 1 understand the Senator from Missonri wants
to offer un amendment to a committee amendment.

Mr., REED of Missour!. Yes; to paragraph 1001, on page
278, at the bottom of the page, in the committee amendment.

Mr. SMOOT. It is with reference to court review of de-
cisions of the board.

Mr. REED of Missourf. Yes,

Mr. SMOOT. The committee amendment there has heen
agreed to, hut in order that the Senator frem Missonri may
offer his amendment I ask unanimouns consent that tke vote by
which section 1001, page 278, was agreed to. may le recon-
sidered,

The PRESIDING OFFICER. Without objection, it 1s =o
ordered, and the amendment offered by the Senstor from Mis-
sourl to the committee amendment will ba reported

The Crigy Currk. Amend section 1001, at the bottom of
page 278, by striking out all of paragraph (a) thereof and in-
gerting the following:

Swe, 1001 (a). The deeislon of the board rendered after the enact-
ment of this act may be reviewed upon appeal upon applleation of
cither the taxpayer or the commissionrer, provided notiee of such appeal
is filed with the board within six montus after its Jdeclsion is rendered.
Buech appeal shall e to the district court of the district in which the
taxpuyer regdes, or, If the taxpayer and commissloner shull mutually
ngrec, to the digirict court of the District of Columbla, The declsion
of the distriet court shall be subject to review upou appeal as in
ordinary civil actions.

In case the taxpnyer Is not a resident of the Tnited States the
suld appeal shall bhe lodged in the distriet court of the District of
Columbia.

The PRERIDING OFFICERR. The question is on the amoend-
ment offered by the Senator from Missourl to the committee
amendment.

Mr. CUMMINS, Mr, President, I would like to ask the
Benator from Missourl a guestion in regard to the section.
Does the Senator from Misgourl understand that under this
gectlon the clreult court of appenls Is to review the record
made by the Board of Tax Appeals? The Board of Tax
Appeals Is not, technieally at least, a judicial body. How is
the circuit court of appeals to obtain Jurisdiction of the act
of, In law, an administrative body? Is the Board of ‘I'nx
Appeals to certify the reeord it has made to the clrenit conrt
of appeals, and is the cirenit conrt of appenls to consider the
caso us though it had been appealed from a district court of
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the United States? T am at a loss to understand just how
they are going to operate under the section.

Mr. REED of Missourl. The question of e Senator might
perhiaps more properly be addressed to the committee that re-
portoed the hill,

Mr. CUMMINS. That is very true. I recognize that.

Mr. REED of Missouri. What I am seeking to do is to
change the loecation of the appeal from the circult court of
appeuls to the district court of the.district in which the tax-
payer resides. The guestlon which was just asked by the
Senator from Iowsa, when, I thiok, the Senator from Pennsyl-
viinie was for the moment otherwise engaged, and which I
think the Scuntor from Pennsylvanla perhaps ought to answer
instend of myself, is how the appesal gets to a court, whether
it goes up on the record that §s made In the Board of Tax
Appenls or how it gets there. I answered that T would prefer
to Lave o member of the commlittee answer the question, be-
cnuse 1 gm not dealing with that subject. I am dealing with
thie matter ouly in trylng to change from one court to another.

Mr. REED of I'ennsylyania. The procedure outlined in the
111 as reported from the commiltee treats the Board of Tax
Appeals practically as a court of original jurisdiction. An
appeal from the board to the cirenit court of appeals is fn al
respects similar to an appeal from p district court to the cir-
cuit court of appeals, The case is reviewed on the record and
the nppellute court has the power to reverge, with or without
a voulre de novo, or to affirm, but it does not try the case de
nove. It does mot take testimony. The practice is appellate
practice entirvely.

The amendment of the Senator from Missourl would change
the procedure by moking the appeal ile from the Board of Tax
Appeals to the United States district court of the taxpayer's
distriet, und, of course, In that court it would be tried de
novo before a jury, with the commissioner and the taxpayer
again offering thelr evidence and making their record.

Mr. REED of Missouri. Not necessprily, and I had not so
intended. 'There is no procedure in the bill outlined for the
mntters which we are discnsslig, as 1 believe after having
somewhat hastily examined the provisions of the bill.

As the bill now stands—it may not be very definite, but as
I construe {t—it means that there shall be a lhearing before
the Board of Tax Appeals. If the taxpayer or the commis-
sloner is dissatisfied they appeal to the TUnlted States cirenit
court of ayppeanls, and the case would, I presume, go up on
the record, beeause thut court, among other things, has no gen-
eral jurisdictlon to try o ease de novo, All that T am seeking
to do is to substitute for the circuit court of appeals the dis-
trict court. The cuse would go there by appeal from the
decision. —T have nsed that term. While the district court does
have jurisdiction to try cases de novo, and ordinarily does
g0, nevertheless the court can appoint a master to take evidence
or 2 commissioner to take evidence, and 1n that case the court
passes npon the record. 1t Is not my purpose to have a trial
de novo in the district court. If it M necessary to put in lan-
guage to cover that, to say that it shall be there heard upow
the record mide, I have no objection to dolng so, What I am
trying to do 1s to give the taxpayer a chance to try the case,
if he Is disgatisfied with the board’s declsion, in his own dis-
trict instead of having fo po in many instances to a distant
town to follow the eireuit court of appeals wherever it may be.

Mr. WADSWORTH. Does the Senator not think that other
provislon in the bill which permits the taxpayer to take hiy
ense to the district court—conditioned, of course, upon his pay-
ing the assessment—meets the situation?

Mr. REED of Missonrl. Noj it does not.

3r. WADSEWORTH. Then he gets a trial de novo.

Mr. REED of Missouri: Yes; that is troe; but he does not
nesd o trinl de novo if he tries his ease right in the first
fustance, and neither does the Government,

Mr. WADSWORTIH. That would be the first trinl, wonld it
not?

Mr, REED of Missourl. Yes; it would be in that case; but
here Is the difficulty about that, I will say to the Senator from
New York, and I think a very grave oune.

Let me say, by way of parcuthesis, that all T want to do is
to reduce the labors and burdens of the taxpayers as much as
I can. Ino the instanee put by the Senator from New York
the taxpayer gets the trisl, when and how? By paying what-
soeyer s of money the Doard of Tax Appeals has said he
must pay.

Mr. WADSWORTH. No; the commissioner,

Mr. RERD of Missouri. The commissioner, I should say.
The eowmmissioner may have levied a tax that is ruinous; that
the taxpayer ean nof pay; but, in any eveut, to pay it is a great
lif!f'[ﬂf*ill. becanse it means (o lay out his money. I have in
mind cases that have come to my own observation where the

taxpayer, In order to save himself from a distraint, has been
obliged to pay the taxes under such conditions that the pay-
ment of those taxes has brought bankruptey.

Somefimes men have credit when they can not get mouney,
and sometimes they can get bond. My proposition here is that,
so far as this particular amendment is concerned-—and I have
another one—instead of compelling the taxpayer to proceed by
appeal from the board to the circuit court of appeals, to allow
that question to be decided by the district court of the distriet,
I can illustrate it geographically. Suppose that a tax is as-
sessed against me in Kansas City., The Board of Tax Appeals
comes to Kansas Clty, through ona or more of its members,
and hears my ense. I put in my evidence and the Government
puts in its evidence. Then that decision by the one or fwo
members of the Board of Tax Appeals who have come to Kau-
sas City goes to tho general board sittlng in Washington. If
I am to have any relief there I must employ an attorney in
Washington, or I must journey from Kansas City here wilh
my attorneys and try the case. Then, if T am dissatisfied, I
can appeal to the circuit court of appeals. This bill says to a
elrenit court of appeals; 1t does not say which one. The com-
missloner may be dissatisfied, and he may appeal to a clr-
euit court of appeals; e may appeal to the court of ap-
peals here In Washington. Then I have got to come Lere
again, 1,200 miles from my home—and I am using myself as an
{llustration merely—and hire lawyers and present that appeal.

Mr. REED of Penusylvania, DMr. President, Las the Senator
from Missonri seen the provisions of section 10027

Mr. REED of Missouri. 1 thonght I had.

Mr. REED of Pennsylvania. Those sections limit the appeal
to the cireuit court of appeals for the cirenit whereof the tox-
payer is an inhabltant, so that the taxpayer does not have to
come to Washington,

Mr. REED of Misscurl. In that event I should probably
have to go to 8St. Louls or to Bt. Paul or to some other place
where the circult eourt of appeals gits in a cireunlt that em-
braces several great States, I think it is an unnecessary hard-
ship., 8o I have brought in this amendment. If it shall bo
adopted this is the way it will work out: The Board of Tax
Appeals will sit, by one or two members, in Kansas City. I
will present my case. No matter what thelr decision may be,
whether it Is affirmed by the full board or not, I can await that

-decigion and I can then file an appeal from it to the district

court in Kansas City, where I live, where the collector of
internal revenue lives, and where the property is located that
iz to be assessed; or, at least, the Labitat of the owner of
that property. It is a much simpler provision, and if adopted
would save the terrible expense of travelng all over the conu-
try. All I desire 1s to fix it so that the trial shall occur as
near the home of the taxpayer as possible.

Mr. REED of Pennsylvania. Does not the Senator from
Missour! think that the procedure that he would introduce
wuuld really create one additional step through which the
taxpayer would bave to labor, becanse, to take the illustration
that the Senator from Missourli has used, the Board of Tax
Appenls goes to Kansas (Clty and hears his ease by one of its
divigions, If be Is dissatisfled with that decision he does not
have fo come to Washington to appear before the full board ;
he simply lets it go by defaunlt, as it were, unless the decision
of the division ripens Into the deeclslon of the full board; or
he may by a mere letter to the chairman of the board eall
his particular atvention to that case, and he can be very sure
the full board will consider it before they afirm the declsion
of the divislon. However, the taxpayer does not need to go
from Kansas City.

Under the bill as it stands the dissatisfled taxpayer takes
his appeal directly to the cireunit eourt of appeals. Under the
Senator’s provision he would take It to the distriet court, and
if ie got his rellef there, and If the commissioner were sure
enough of his ground to have fought the case before the court,
the probability Is that the commissioner wounld then appeal to
the ecircult conrt of pppeals, so that the case would reach
there eventually ; but the taxpayer weuld have had Lis trouble
for Lis palus in the district court.

What we are trying to do Is to short-cireult this procednre
as much as possible and to expose the taxpayer to as little
litigntion as possible and give him a prompt decislon so far
as it is possible to do so. At present, under the law of 1024,
if the taxpayer does not like the board's decision he simply
ignores it and brings snit In the district court, and then the
ecase i3 tried out de novo. Then he goes on up to the clr-
cuit court of appeals and perhaps to the Supreme Court of
the Unlited States. There is too much Itigation about it
We are trying to abbreviate it

Mr. REED of Missouri. I wish to say to the Senator from
Pennsylvania that I think the committee improved the Dl
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but I do not agree with the Senator’s argument in whole, be-
canse he assumes the appeal of these cases from the distriet
conrt. My own opinion is that there will be but few cases
appealed. The district courts are presided over by judges of
experience and ability in almost every instance, and if the
taxpayer can get a trinl at home {t is very likely that he will
be satislied, or the Government -will be satisfled, when onco a
fndge has declded it. It 1= true the right ia preserved to
eitlier gide to appeal to the eircuit court of appeals, but the
vist majority of cases are not appealed, and I think in this
clnss of cases few of them would be appealed to the elrcult
conrt of yppeals,

The method that iz presented by the commitfee compels
recourse to the cirveult court of appeals at once. That does
make for finntity, that is trone, but it also makes the clitizen
pay—I suppose he would be compelled to pay—the expense
of the printing of his record under the rules of the clreunit
eourt of appeals, the printing of his brief, and the sending of
his attorneys to the court, which very lkely is at a distant
point.

The provision which T submit {8 one which aHows the deter-
mination, at least, by a judge in the district court In the home
practically of the taxpayer. T think it has that great advan-
tage. I think, also, It has another advantnge: 1 think it
means a much quicker decision and much quicker disposition
of the case,

Sa T want the Eenator from Towa to understand that my
amendment does not change the procedure except in the mat-
ter of going to eourt. I do not think this bill is as clear as
It might be In the matter of getting the record either into the
cirenit eonrt of appeals or into distrlet conrt.

Mr, CUMMINS. Mr. President, I’ understand that; but, of
conrse; my question went a Uttle deeper than the amendment
proposed by the Senaftor from Missourd.

Mr. REED of Mlissourl. It does go very much deeper.

Mr. CUMMINS. My difficulty with regard to this part of
the bill is rather fundamental. At the present time the com-
missioner makes his anssessment finally, and the taxpayer must
cither allow the assessment to be collected or he must pay the
assessment under protest and bring sult to recover the amount
he has paid to the United States. He ean bring thut suit
in eitlier of two trilmnals, He can bring it in the Court of
Clalms—and uider the present law the Court of Claims is
glven jurisdictlon—or In cerfadn cases, wlhich I need not stop
to partieularize, he ean bring the snif in the district court of
the United States, and it 18 there, of course, tried like any
other sult which may be brought. 8o it is in the Court of
Claims. I de not know why the Conrt of Claims 1s onsted
from ite jurisdiction by the bill before ns. I have not heard
any cxpianation opon that point. There may be a very good
explanation ; T do not know as to thet.

Mr. REED of Pennsylvania,  Does the Senator want an ex-
planation now or wounld he prefer that I wait until he finishes?

Mr. CUMMINS. Just a moment, and then 1 will yleld to
the Benator. PBut the polnt I nm making is that there is ab-
solutely no way provided in the bill for the review. It Iy not
proyvided that the HBoard of Tax Appeals shall eertify to a
record. It is not provided that the Board of Tax Appeals
shall have any record. The Board of Tax Appeals, so far as
I know the law, can try the casze withont tuking down one
syllable of the testimony that may be introdueed. It is not
requirad to make a record. 1 speak with deference abont that,
beeanse I am not as familiar with the bill as the Senator from
Pennsylvania s

If the elrenit court of appeals, or the district court, elther,
for that matter, is called upon to review the action of the
Board of Tax Appeals, it must be reviewed in one of two ways,
It must be reviewed npon a record made Ly the Board of Tax
Anpedls and certified to elther the distriet court or the eirenit
court of appeals; and that s provided for only in a very In-
direct way and a very unsatisfactory way in paragraph (b) of
this section, which reads: j

Buch conrts—
Bpeaking of the clrenit conrts of appeals—

are authorized to adopt rules for the filing of such petition—
I assume that {3 a petition for a review—

and the conduct of proccedings upon much review, and, untfl the
sdoption of such rules, the rules of such courts relating to appellate
proceedings upon & writ of error, go far as applicable, sball govern,

VWhat is the procecding upon a writ of error in an appellate
court? A writ of error may bring up to the appellate court
the entire proceedings had in the court below, or it may bring
up a single polnt. It does not require & full record; and in a
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writ of error the litlgant mnst take his exception in the trint
court, and he must preserve that exception by u bill of exvep-
tions which is signed hy the triul court. i

1 can not concelve, Mr. President, of o procecding in an ad-
ministrative board, even if 1t 1s guasl judlelal, in which a re-
view ls attempted by a judicial tribunal, In the first place,
I have the very gravest doubt about the constitutionality of
the entire provislon. I do not believe that the Bouard of Tax
Ayppeals iz a judicial tribunal. If it 1s a judicial tribunal, its
members must be appoiuted us provided fn the Constitution of
the Unlted States; they must be appointed during good be-
havlor, If it should be held that the Board of Tax Appeanls i3
a judlicial tribunal in the sense of the Constitution, then it
geems 0 me that the whole fonndation that is Inild in this
section and the subsequent rections for a review will fall, If
it is not a Judicial tribunal, you can not appenl a case from
an adwministrative tribonal to a judicial tribnnal. Yon can re-
view the action of such a tribonal as the Board of Tax Appels
In a judlclal way; but it must be reviewed either by attack-
ing the order of the ndministrative tribunal in a court, as,
for Instance, by an application or a petition or a bill in equity
for an injunction, or It can be enforceed, on the other hand, by
1 slsnit brought by the administrative tribunal to enforce its
order,

I know there has been gome confusion about this particular
point; and it has been said that the orders of the Interstate
Commerce Commission, which is as troly judicial or quasi
judicial as the Uoard of Tax Appeals, can be reviewed, nnd
that the orders of the Federal Trade Commission, which oecu-
pies exnctly the same relation to our Government that the
Interstate Commerce Commlission does, can be reviewed, and
that nnder the packers' act If 1z provided that there ean be
@ review:; but I huve looked in vain for a (ecision of the
Supreme Court of the United States which holds that there
cun be what we nnderstand to be an appeal from such a tribu-
nal to a judicial tribunal,

Mr. REED of Pennsylvania. Mr. President, will the Senator
permit o qunestion?

Mr. OUMMINS, Certainly,

Mr. REED of Pennsylvania. Would not the Scnator's cn-
tire objection on that score, then, be removed if we were to
umend the word “appeal " to read * review "?

Mr. CUMMINS. No; you use the word “review,” but In
some fashion that I ean not quite understand you are to get
the record of the inferior tribumal before the superlor tribu-
nal. I do not know how you are going to get if there.

Mr. REED of Missouri, Mr. President, I have not given
thiis clause of the bill anything except a very ciorsory read-
ing. My attentlon was directed more particulurly to the
place of review.

Mr. CUMMINS, Do not nnderstand that I have any ob-
jectlon at all to the Sevator's amendment.

Mr. REED of Missourl. No; but unless there is apt ian-
guage in the bill providing for the preservation of a record
and for some proper certification of the record, I think It
ought to go in. I submit to the Benator, however, whether
the document which the taxpayer liles, in which he appesnls
from the decislon of the board, Is not in the natare of an
orfginal petition which he might flle to review or set aside
the decision of this board; and, although it does not come
within the old forms, nevertheless we have the power by
statute to give the court a jurizdiction by saying in direct
terms, if we want to, that whenever the Board of Tax Ap-
peuls has rendered a deeision, its record, which shall em-
brace all of the evidence taken and the rolings thercon, shull
be, at the request of the taxpayer, certified to a coart, and
that It shall constifute the record upon which the court shuall
declde the case. If that is not in here, or something like it,
it ought to be,

Mr. CUMMINS. I think there is no diffienlty whatever
in giving either the district court of the Unlted States or
the clreult court of appeals original jurisdiction of this sub-
Ject; but, when you do give It original jurisdiction, my jnag-
ment is that elther the Government or the faxpayer ought
to be permitied to Introduce further testimony that relates
to the issues of the case.

Why should you cut off a man from his opportunity to
infroduce eyidence if he belleves that the action of the Gov-
ernment has been illegal? In every other cuse—In the cases
that relate to the Federal Trade Commisslon, in the cases
that relate to the Interstate Commerce Commission—when
their orders are sought to be reviewed by an orizinal petition
brought in any court, both sides may Introduce additional
testimony. :

I am not very famillar with the way In which eases are tried
before the Doard of Tax Appeals and just how they do oper-
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ate; but under paragraph (b), if the Government or the tax-
payer should offer testimony that was irrelevant, immaterial,
or incompetent, and it was admitted, there is your exception;
you take an exception to that and can review that ruling, I
suppose.

Mr. REED of Missourf, I think the most dangerous point
the Senator makes on that subject is that if no exception is
faken to the decvision, or to any ruling made, a court on appeal
nluliglu refuse to consider the objection then raised for the first
time.

Mr. REED of Penusylvania. Mr, President, will not the
Senator let me interrupt him?

Mr, CUMMINS, Certainly I will

Mr. REED of Pennsylvania. The whole thing, I think, is
answered by the provisions of the bill on page 273, where the
make-up of the record before the board is fully described—
the provision for findings of fact and for conclusions of law,
the provision for an opinion giving the reasons, and the trans-
cript of the stenographic report of the hearings—and then there
is a provision that the rules of evidence prevailing in the
equity courts of the District of Columbia shall govern this
board. The rules to which the Senator has called attention,
whiclh are found in elause (b) on page 279, arve rules of the
appellate court.

Mr. CUMMINS. Precisely.

Mr. REED of Pennsylvania. They do not relate to the pro-
ceedings before the board itself, although they clearly can
relate to the making-up of the record on appeal

Mr. OUMMINS. But there is no provision whatever for
getting the record that is made before the Board of Tax Ap-
peals before the eircuit court of appeais,

AMr. REED of Pennsylvania. Dut it is provided in section
(b) on page 279 that the courts are to adopt rules for that.

Mr. CUMMINS, O©h, no; they can not adopt rules for the
Board of Tax Appeals.

Mr. REED of Pennsylvania. Bat that was not what the
Senator sald. The Senator spoke of getting the record up to
the appellate court. That will be done by writ of certiorari, or
its equivalent, issuing out of the appellate court.

Mr. REED of Missouri. Dut what record, Mr. President?

Mr. REED of Penusylvania. The record that will go np will
be the record that is made as directed on page 273.

Mr. REED of Missourl. Let us see what that is:

(b) It shall be the duty of the bonrd and of each division to make
findings of foct and o decision |n each case before It and report
thereon In writing, except that the findings of fact and report thereon
may be omitted In ecase of n declslon dlsmissing any proceeding upon
motlon elther of the taxpayer, the commlasioner, or the board, When-
ever the board deems it ndyvizable, the report shall contnln an oplnion
in writing in addition to the findings of fact and declsion.

(e} All reports of the board and all evidence received by the board
and its divislons, includlng a transeript of the stenographle report
of the hearings, shall be public records open to the inspection of the
publie, except that after the declsion of the board In any proceeding has
become final the board may, upon motion of the taxpayer or the com-
missioner, permit the withdrawal by the party entitled thereto of
originals of books, documents, and records, and of models, dingrams,
and other exhibits introduced In evidence before the board or any
division ; or the board may, on its own motlon, make such other dis-
position thereof as it deems advisalle.

That is a provision to make them publie records, but it is
not a provision that the testimony shall be taken in shorthand,
or, taken, that it shall be transeribed, that it shall be certified,
that it shall constitute the record in the case, and that it,
together with the fludings of the board, shall be sent up on
appeal. Does not the Senator, as a careful lawyer, think that
we might have some difficully in being sure that on appeal
the evidence goes up, although it is made a public record?

Mr. REED of Pennsylvania. Yes; I think we might go more
into detail with that. I think It was the intention of the
draftsman that it should be part of the record, but he has
not said so in clear lnnguage. 1 think that can be improved
by further amendment.

Mr. CUMMINS. Does the Benator think the circuit court
of appeals could issue a writ of certiorari to the Board of
Tax Appeals? 3

Mr. REED of Pennsylvania. Under the power given on page
270 ; yes.

Mr. REED of Missouri. Why could we not goet past that
by simply saying that, in ease an appeal is lodged, the record
ghall e forthwith sent up?

Mr. REED of IPennsylvania, Decause In many cases the
whole record is not wanted.

Mr. REED of Missouri. Or such part of the record as the
taxpayoer calls for.

CONGRESSIONAL RECORD—SENATE

3

3157

Mr. RERED of Penusylvania, The Senator from Iowa called
attention to the faet that on wrlt of error often the whole
record did not go up. It ought not to go up in this case.

Mr. CUMMINS., We agree on that,

Mr. REED of Peénnsylvania. In some cases one-tenth of the
record will present the only question that needs to be litigated.

Mr, CUMMINS, Buat there must be established some sort
of a legal connection between the circult court of appeals and
the Board of Tax Appeals or the distriet court if the amend-
ment of the Senator from Missouri shall prevail. I do not
think the connectlon i3 establisbed and described. 1 have
some doubt whether the connection can be established, but the
Senator from Pennsylvania has econsidered that guestion, and

have no disposition to argue it

Mr. REED of Pennsylvania. May I also offer another sug-
gestion to the Senator, so that he may answer it before he
coticludes his remarks? He spoke about the impossibility of
taking evidence in the clrenit court of appeals. I assume such
a court always would have power to take testimony by a
master, if it wanted to appoint one.

Mr. CUMMINS. The Senator must have misunderstood me.
The circult court of appeals has no difficulty in taking testi-
mony.

Mr. REED of Pennsylvania. Whenever it wants to do it.

Mr, OUMMINS. It has original jurisdiction in gquite a
variety of cases where it must take testimony.

Mr. REED of Pennsylvania. Then I must bhave misunder-
stood the Senator.

Mr. CUMMINS. I think the Senator misunderstood me,

Mr. REED of Pennsylvania. I think the Senator was not
in the Chamber when an amendment was adopted on page 282,
referring to the authority of the appellate court, in parasraph
(b). a{edwm read the section to the Henator as it has been
amen 3

Upon such review such eourts shall have power to afllem or, If the
decislon of the board is oot In accordance with law, to modify or to
reverse thie decision of the board, with or without remanding the case
for n rehearing, as justice may require.

8o, if there has been any inadeqnacy In the record, it ean
always be corrected by a remanding, with a direction to take
further testimony.

Mr. CUMMINS. My own judgment is that if the ecircuit
court of appeals can acqulre Jurisdiction at all, it ought to
enter the final decree, precisely as it does in cases of equity,
and ought not to remand cases to the Board of Tax Appeals.

Mr., REED of Missourl, It seems to me that, in view of all
these complications which have come up, we will save the time
of the Senate and the time of all of us If this matter can be
passed over, and we can take a few minutes out of the Senate
to frame these amendments, about which we ecan probably
agree; except that I hope the Senator from Penusylvania will
agree to my amendment and let it go in.

Mr. REED of Penunsylvania. I do not lke the Senator's
amendment, because It introduces just one more step to he
taken in contesting cases.

Mr. REED of Missouri, There i3 a possible additional step,
but the faect is that in 00 per cent of the cases in all probabil-
ity the case will be seitled in the district court.

Mr. REED of Pennsylvania. It means just one more trial
of each case and one more court to go te, and I do not like it
for that reason.

Mr. CUMMINS., We can very easily avoid that if we so
desire, Senators are treating the Board of Tax Appenls as a
court of original jurisdiction, and if they wanted to they could
maice the decision of the district court final, becanse then the
taxpayer would have had two trials, just as a litigant has two
trials when he tries a case originally in the distriet court and
takes it to the cireuit court of appeals. Iowever, I am not
sure that I would favor the Senator's amendment.

Mr. REED of Pennsylvania. I do not believe I would favor
that. We would be getting a great variety of decisions.

Mr. REED of Missourl. The fact is that if a case goes to
the Board of Tax Appeals and is decided, and goes to the dis-
triet court, In all human probability that will end it; but the
right ought to be preserved to go clear to the Supreme Court
of the United States, if that right shonld exist.

Mr, CUMMINS. Under the present law that right can exist
only through certiorari, or through a certificate of questions by
the cirenit court of appeals.

The PRESIDING OFFICER. The question is on agreeing
to the amendment offered by the Senator from Missourl to the
committee amendment.

Mr. REED of Missouri. If the amendment is not accepted,
I suppose we will have to call for a quorum. I want to prescnt
my reisons for offering the amendment.
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Mr. REED of Pennsylvania, TPerhaps for the present the
caslest way to handle the matter would be to accept the Sen-
ator's amendment, with the understanding that we may move
to reconsider later in the day.

Mr. RIDED of Missouri. Very well.

The PRESIDING OFFICER., The question is on agreeing
to thie amendment offered by the Senator from Missouri fo the
connnlttes amendment,

The umendient to the amendment was agreed to,

The amendmoent as amended was agreed to.

Mr. REED of Missonri, I have another smendment, which
Y soi1icl Lo the desk and ask to have read.

The PRESIDING OFFICER. The Secretary will state the
amitdment,

The Crier Coerk.  On page 127, section 274, to amend by
ipserting In advance of the text of pavagraph (a) the fol-
lowing @

The return made by the taxpayer shall be prima facle evidence of
Its ecorrectuess, nmilk the commissioner shall not declare that there is a
dellelency Jn the refurn until he hag given the taxpayer notice that a
defleloney I Lelieved ta exlst amd lias given the taxpnyer an oppor-
tunity to cxpluin the allegod deficlency,

Mr. REED of Pennsylvania., I ask unanimmouns cousent thut
the vaote hy which the committee amendment inserting section
274 wud ndopted be recongidered.

The PRESIDING OPFICER. Isthereobjection? The Chalr
‘hears none, ald the vote is reconsidered. The gueéstion is on
ngreeing to the amendment offered Ly the Senator from Mis-
sourl to the amendment of the committee,

My, REED of Pennsylvania. I think the amendment is open
to objection, particularly In eases of jeopardy assessments, and
I think that the last part of it is really nnnecessary, because it
outlines the practice which the ecommissioner now follows; thut
is, in givisg the taxpayer a chance to present hig side before he
semds out (lie formal 60«lay letter,

As we add these varlous requirements in the statute we are
simply multiplylng the technicalities open to dishonest tax-
payers. It is one more step that the eommissioner has to estab-
lish as a prerequisite to his right to eollect. As a matter of
fact, it is a just thing that he should give an opportunity to the
taxpayer, ind, as o matter of fact, he does it now; but 1 do not
Hke to see it adided ns a condition precedent to his anthority to
proceed further.

Mr. REED of Missourl, There i8 one objection which the
Senator las ridzed which I am willlng to meet; that is, in caec
of an emergency, and I am willing to interline the proper words
to take care of that,

Mr, REED of Pennsylvania,
of jeopardy assessments.”

Mr. REED of Missouri., Make it read: .

The return made by the taxpayer shall be prima facle evidence of
its correctness, amd the commissloner shall pot, except In casea of
Jeopanly nsscssments, declare—

Amd s0 forth, ¥

1 am very much in earnest about this proposition, becanse
I know that while the connnissioner may have a4 custom of
notifying the taxpayers, it is not “observed. They may oh-
gorve it In certain eascs, but in the last 00 days three cases
have come to my direet attention where taxpayers have sim-
iy been notified that tuxzes have been raised, and in one of
those cases In particolar there was an absolutely plain expla-
nution, and. if the young man who eame ont to represent the
Government had taken the pains to interrognte the taxpayer,
certninly there would never have been any inercase in the
levy.

I do not speak of these cases becanse I have any speciul in-
terest in themn, but beeaunse they happened to come to my at-
tontion, The circamstances in the case I mentioned the other
day were these: An attorney collected a fee of some $18,000
from a body of men for whom he was working, That was
substantinlly his income for the entire year, for he had been
giving them all of his time. He reported $£18,000 legal fees,
but he did not gay from whom he had collected the fees, which
he was not required to do. One of these bright yoong men,
in examining the buooks of the men who had paid this attor-
ney the fee, discovered that he had received this money., and
withont sayine a word to him, procceded to raise his nssess-
ment, and then notified him, after it had been done; and, of
course, he is put to all the diffienlty and cirenmlocution of
explaining that matter, A shaple visit to his office and an in-
guiry, and the trouble wonld kave been avolded,

The Henator said that the commissiouers have followed the
rule which I now propose to put iuto the law. If they already

Add the words “except ln cases
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do so, they will suffer no additional hardship. There ought
to be a protection of the taxpayer. I think about one-third of
the dissatisfaction that our people feel in paying taxes to-day
arises from the way in which the business is handled. There
have been outrages perpetrated that T wonld not want to tell
about on the floor of the Senate. I have known of concerns
being bankrupted by the purely arbitrary action of young men
who have had no experience, but are simply keenly alive to
the fact that it is their business to zet the money.

Before any man in the country has what amounts to a judg-
ment enfered against him—Dbecause that 1s in its nature what
is done when his taxes are raised with the right of a distraint
to be issued by the Government at once existing—I think that
the taxpayer onght to bave notice so he ean protect himself,
I have modified the amendment by inserting the words sug-
gested, and 1 hope the Senator from Penunsylvania will not
insist on his ohjection.

The PRESIDING OFFICER. The Chalr ruggests that it
may be advisable to have the amendment as modified agnin
reported. The c¢lerk will report the amendment to tlie amend-
ment as modified.

The Coier Cursx;, Amend section 274, page 127, by inserting
in advance of the text of the bill the following:

274, (a) Except In case of Juopardy asscesments, the return made by
the taxpayer shall be primn facie evidence of ita eorrcctness, and the
commisaloner ghall not declare that there Is a doficléncy In the return
until e bas glven the taxpayer notlee that a deflieleney {8 Lelleved to
cxist and bas given the taxpayer an opportunity to éxpliin the alleged
deficlency.

Mr. REED of Pennsylvania. I think I can agsure the SBena-
tor that the amendment is not necessary, but I suggest for
the present fhat we accept It with the understanding we had
with reference to his other amepdinent, that we may movo
Iater to reconsider in case we fail to agree.

Mr. REED of Mizgourl. That is agreenble to me.

The PRESIDING OFFICER. The gnestion 1s on agreeing
to the amendment of the committee us modified. Without ob-
Jeetlon, it I8 agreed to, and the amendment as amended is
agreed to.  Has the S8enator from Missouri another amendment?

Mr. REED of Missourl. Yes: I have sent it to the desk,

The PRESIDING OFFICER. The amendment will be reported.

The Cuier Crerk, On page 182, after line 13, Insert:

In any event, and notwithetanding the othier provisions of this act,
any toxpnyer aggrieved by the actlon of the compdssloner may file his
action In Lhe district court of the district in which he resldes to review
the netlon of the cowmmissioner and/or to determine the amount of
taxes by bim Justly due and payalble.  Upon the filing of such petition,
together with a good and sulliclent bond conditioned that the taxpayer
will ablde and satisfy the decision of the court, no distraint agalnst
the properfies of the taxpayer shall Issue, If soch bond Is mot filed,
then distrpint may Jssue as elsewhere in thls act provided. If the
court, spon the heurlog of the cause, sholl find that the sult was filed
for the mere purpore of delay, or that the actlion wus mot In gool
falth, then the court may, In additlon lo the other pewiltivs provided
for In thisd act, nward an additional penalty in execss of the taxes
returncd by thoe taxpayer of not to cxceed 10 per cent of the taxes
found fo be dye,

Mr. REED of Pennsylvanin. With the same agrecment as
to this amendment that we bave as to the other two amend-
ments, that a motion to reconslder may be made, 1 shall not
present any ohjection at this time,

Mr. REED of Misconti. That is agroenble to me.

The PRESIDING OFFICER. Without objection, the amend-
ment of the Senator from Missouri is agresd to.

Mr. SMITH. Mr, President, may I ask the Senator in
charge of the bill if the committee nmendments have yet Leen
completed ?

Mr, REED of Peunsylvania. No; we are uow considering an
amendment on page 325, which deals with assistanfs to the
general counsel.  There gre about hall a dozen committeo
amendments still to dispose of. The Senator from Utah was
diseussing this amendment a short time ago.

Mr. KING. IRecnrring to the amendinent, which I shall
briefly state, I want to submit just a word or two. On page
323, beginning with line 24, the folluwing lauguilge appenrs:

There §s herchy ereated In the Bureau of Internal Revenue the ofilce
of asslstant to the general counscl,

That is a part of the amendment tendered by the Finance
Cominittee. To that sentence I have no objection. It is to the
residue of the sectlon that 1 object; it reads as follows:

Auslatanisn (o the gencral ecounsel shall be appolnted by the Presl-
dent, by and with the advice and cunsent of the SBenate, but not more
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than six nsslstants shall notd office at any time, Each assistant
to the general counsel shall recelve a sulary at the rate of §8,000 per
annum and shall perform such duties as may be prescribed by the
commissioner or requlred by law.

Huch legislation in my opinlon is highly improper. It is an
attempt to take care of gix porsons now holding positions in
the Treasury Department. I opposed this momning in a2 tem-
perste way some of the provisivns relating to the Board of
Tax Appeals.

I stated then that the board was saturated with burean-
erovy. A great majority of the appointments were from
within the department or gathered from the outside from a
list of persons wlo had recently severed thelr relations with
the depurtmuent, It seems as if the commisgloner, or those who
are controlling the tax unit of the Government, want to keep
within the department, and In these important positions, per-
son® huving tlieir point of view and who will owe their ap-
pointinents to thuse whose actions and rulings they are to puass
upon.

I am advised that efforts to have appointed to this
bonrd luwydrs of recopmized standing and ability were wun-
steeessful, and the reason was that the commissioner and others
connected with the Treasury Department determined that
most ef the members of the board should bs employees and
ex-employess of the Internal Revenue Bureau. In my opinion
the letter awl spirit of the law were not observed in the se-
lection of persons to fill the board., Most of the members of
the board represent the Treasury's views; they have grown
up under the spirit of the tax unit, and ¢an not do otherwise
than reflect the unit's views upon the guestions which will
come before them. This is unfortunate swhen it i3 recalled
that the fnvestigation of the Internal Revenue Burean by the
Couzens committee demonstrated that erreneons rulings have
been made, injostices have been permlitted. confused deeislons
hayve been made, and the Government has been deprived of
niillions of taxes legally due from large corporations.

Most of those appuinted upon the board were persons who
hnd had no experience as lawyers In the genernl practice of
Iaw. They were officials in the tax uvnit, and with but little
knowledge of the great science of the law, I am not condemn-
ing the bonrd. BSo far as I know, they are men of good char-
acler and abllity. I am eriticizing the policy of filling these
positions with go many youtig men from the tax unit instead
of selecting lawyers of large practice and recognized standing
by the profesgion. I do mot think the bureaueratie view should
be so strongly represented on the board. But lo return to my
amendmoent,

There are six othier men in the tax unit whom the commis-
glon desires to retain, it is claimed, and they maust therefore
e given new titles and increased emoclument. The House pro-
vided that there should be created six special deputy com-
misizoners of Internal revenue (o be appointed by the Presi-
dent, with a salary of §8000 per annum each. They were to
leld offtee indefinitely; it might be a life tenure. The House
gave these individuals a higher title and larger salaries. They
are to perform the same duties with diminishing responsibili-
tles aud duties, becanse the work of the Internal Revenue
Burean will grow less, and with the settlement of the war-
tax cinses there will be a material diminution in the aectivities
of the bureau. The House raised the salaries of these six per-
sons to §5,0040,

The Finance Committee amended the bill and provided that—

Asslstants to the general counsel sliall be appoloted by the Presl-
dent, by and with the ndvice and consent of the Benate, Lut not more
than slx sesistants shall hold office at any one time, FEach assistant
to the generil counsel ghall receive a salary at the rate of $8,000
per annmum, ete,

The Senate committee is still solicitons for the welfare of
these same six men. They are called “ assistants to the gen-
eral counsel,” but their duties are to be the same and their
salaries the same. The general counsel already has 162 law-
vers working under him. We are asked now to give him six
ailditional oues, with salaries of £8,000 each. I submit this is
special and unjust legislation. Its sole purpose Is to care for
persons now [n the burean and give them a tenure of office
dilferent from that which they now enjoy, with a great inerease
in compensation,

But it may be sald the men hold important positions and
the department needs their services, Thut is said of nearly
every official in the Government., Particularly when leglslation
is contemplated to abolish the office or to diminish the salary.
The elajm is then made that the official s indispensable to
the publie service. It is possible some Senators think they are
indispensable, and they may appeal with great earnestness to
their constitoents to reelect them beeaunse of their invaluable
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services to the country. However, they retire or pass on and
the Republic moves on undisturbed by their departure.

The positions in question are not vital to the country; they
can be filled if the present incumbents should resign. There
are no " key positions" that ean not be filled by others than
those now occupying thiem. Other men ecan fill the positiona
the men are occupying to-day, and with as much abllity as
that which they exhlblt in the performance of thelr duties,
I submit that the effect of this proposed leglslation will be bad.

If we taeke these men now occupying positions that corre-
spond with heads of bureaus and give them S8,000 a year,
every head or subhead of a burean and every person holding
a corresponding position in the varions departments will de-
mand an increase In salary and perhaps a higher and more
exalted title. Ttls my opinion that if we enactinto law this par-
tieular provision every official in the Government who ocenpics a
corresponding position in any department or any executive azency
will insist that he shall receive 88,000 per annum. I think this
proposed legislation is unwarranfed and diseriminatory and
will be provecative of further attacks npon the Treasury, fur-
ther efforts to Increase salaries in eyery department of the
Government,

There was no explanation made before the Finance Commits
tee which satisfied me as to the wisdom or necessity of this
action. Those men are there, and they have beens there for
years. I think if some of them should go that there would be
no disadvantage to the Government, There have gone out of
the department fo the advantage of the Goveriiment persons
who held similar positions. There are scme men whio wonld
come within this eclass who are men of ability and standing,
but they have been there for years; they have been satisfiod
with the salary received; and there is no reason why they
shall not contlnue. If they do not do so, others will be glad to
take their plances without an increase In salaries. Ho, Mr,
President, I hope that my amendment to the committee amend-
ment will be adopted.

The PRESIDING OFFICER. The pmendment of the junior
Senator from Utah will be stated at the deslk.

Mr. KING. My amendment Is to strike from the Scnate
committee amendment beginning in lne 25, on page 225, all of
the residue of the parugraph down to and including the word
“law"™ in Hne 7 on page 320,

The PRESIDING OFFICER. The amendment will be stated
from the desk.

Mr. COUZENS. I suggest the absence of a quorum.

The PRESIDING OFFICER. The absence of a quorum being
suggested, the Secretary will eall the roll.

The Chief Clerk called the roll, and the following Senntors
answered to their nanies:

Ashurst Tess I.n TMollette Sheppard
Bayard Fletcher McKellor Bhipstead
Dileasa Frazler McLean Hhortridge
Borah Gerorge McMaster Slmmons
Lration Gerry MeNary Smith
Brookhart Gilett Maoteall Smoot
Brouvssard Gilass Migos Stanlield
Bruce Goff Neely Nieplhons
Butler Gooding Norrls Swanson
Cameron Hale Nye Trammell
Capper Harreid Odiie Tyson
Copeland Harris Overman Wadaworth
Cotzens Harrizon I'eppor Wialsl
Cumming Heflin Phipps Wiarren
Curtiis Howell Pine Walaon
Dencen Jolnson Runsilell Weiler
Dut Jones, Wash, Iteed, Mo, Wheelep
Edge Kendrick Roed, Pa. ‘{1118
Fernald Koyes Ttobinson, Tud,

Yerrls King Backett

The VICE PRESIDENT. Seventy-eight Senators having ao-
swered to their names, 2 quorum is present.

Mr. REED of Pennsylvania obtained the floor,

The YICH PRESIDENT., Will the Senator from Pennsyl-
vania yield, In order that the amendment proposed by Lhe
Junior Senator from Utah [Mr. Kixnag] to the commitice amend-
ment may be stated?

Mr. REED of Iennsylvania. I shall be glad to have that
done.

The VICE PRESIDENT. The amendment to the commit-
tee amendment will be stated.

The Craer Crerg. On page 825, beginning in line 23, the
junlor Senator from Utah [Mr. Kina] proposcs to strike out
the words:

Asziztants to the gencral counsel shall be appoluted by the Presi-
dent, by and with the advice and conscnt of the SBenate, but not mora
than slx assistants shall hold office at any one time. Kach pesistant
to the general counscl shall recolve a sinlary at the rate of $8,000 per
annum and shall perform snch duties as may be prescribed by the com-
missloner or required by law.

_———-—
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Mr. REED of Pennsylvania. Mr. President, the purpose the
committee had in mind in inserting this amendment was, it
possilde, to cut down the excessive turnover among the lawyers
cuiployed in the Burenu of Internal Revenuc. At the present
thine It is neurly impossible to kecp a good man there. Those
men c¢an earn more in a month outside im private practice
than they gre paid for a year's sarvice for the Government.
The men who will be paid $8,000 per annum under the com-
mittee amendment have to bandle cases running into the
millions of dellurs. Never a day will pass but each of those
men will inve on Lig deésk u case involving a millivn dollars or
mare to the Government.

An illustration of the responsibilities that rest on these men
and the way they are underpald is shown in the Steel Cor-
poration case, which Involved $27,000,000. The report on that
case was written by a man who was getting a salary from the
Government of but $3,500 a year. By the time he hid written
Iils report he recelved an offer to take outside employment at
$10,000 a year, and he accepted it. Now, there is no ene in
the burcau who knows what is in that opinion, which is nearly
5,000 pages long, and the buresu will have to consume n good
deal of the thme of another man in learning just what is in
the opinion,

In the leng run we waste money by underpaying these men,
and the eommittee felt, and felt nlmost nnanimously—I think
the jumlor Henator from Utah [Mr. Kine] was the only one
who disagreed—that $8,000 a year was not too much for these
nssistants,

Mr. KING., Mr. President, T apologize for restating some
of the points which I nuide a few moments ago. The situation
briefly iz this: The House created or sought to create six sddi-
tional deputy commissioners. The object was te create high
tlties for men who are now in the department. They occupy
similar positions In the department to those occeupied by men
in other agencies and deparfments of the Government swhose
salaries are from $4,000 to £5,000 a year. My first point was
that if we increuase the salaries of these officinls we are bound
to Inerense them in all the departments of the Government,
and the result will be that we will have hundreds and thou-
sands of applications to increase salaries in all departinents
of the Goverument,

Seeondly, these six men are there working in the department.
They have been satisfied, apparently, with the salaries which
they have received. The plan now is to give them different
titles and call them assistants to the general counsel of the
bureaun. He already has 162 lawyers under his jurisdiction,
and gome of them receive four, five, or six thousand dollars.
I think they are rendering eflicient service. Mr. Gregg, who
will be named general counsel, indeed, who has heen named
now for golicitor, is a man of ability, and Le will have charge
of all the legal activities of the bureaun. 1 object to taking
these men who now have positions there, giving them different
titles, and Increasing thelr saluries. Thelr positions are in
part executive in character. I think it is unfair and dis-
criminatory to lift them out and give them a different title
and inerease their compensation, because, as 1 raid, every
snhordinate In the Government service who octupies a ecor-
responding position in the departments of necessity will have
to be paid the same salary, or at least he will demand an in-
erense fu his salavy,

It is trune that there is some turnover there, Mr. President.
It Is true that a good many men have left the deparbinent.
A good many men who have left the department are not mak-
ing donble the salaries that they made there. It Is like it is
in law or in medicine. Weo hear of some man who makes a
fee of $100,000 or $200,000, and immediately young men covet
the position of lawyer, and they study law, expecting to become
immensely rieh; and yet the lawyers of the United States do
not earn on the average $1,000 a year. That Is the average
eatning of all the lawyors of the United States. We select
some of these men who linve gotten secret information in the
departments and who go ont and get some elient who hos &
large claim, and they get 15 or 20 or 80 per cent upon any
refnuil which they may obtain, and thus get an enormons fee,
and 0 we soon hear of these large fees; and other young men,
hoping to get large fees, leave the department. Many of
them succeed, many do not. There are some men in the
department, ns there are some men upon the bench, who have
some pride in their work, and who are Interested in doing
good work and who would not be seduced away from their
positions by the possibility of being employed in some big case
if they should sever thelr relations with the Goveriment.

I know of men who have left Inerative positions to become
professors on a salary of fhree or four thousuand dollars a
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year. There 1s something in the world besides the mere sal-
ary ; and merely to gratify these slx men, or to provide berths
for tliem by Increasing the compensation beyond that which
Is pald to men who are doing law work in the Post Office
Department or in the other departments of the Government
seems to me vielons, discriminatory, unwise, and unfair.

My. REED of Pennsylvania. Mr. President——

Mr. KING. I yield. 2

Mr. REED of Pennsylvania. Does the Senator know that
we have lad seven Bolicitors of Internal Revenne in the last
seven years; that the old committee on appeals and reviews
in the bureau, which contained the highest-paid lawyers there,
liad 16 resignatlons out of 21 members in a space of four
years; that they had four chalrmen of that board in four
years? Does not the Senator think there is a great loss of
eillclency from that excessive turuvover?

Mr. KING. Mr. President, I agree with the Senator that
there is some loss of efficlency; bLut the Semator is referring
to an abnormal situation, which will not be long continued.
We had these amortization cases, these depreciation cases, these
war eituations, in which there was a vast amount of husiness
dumped in upon the department, Some of these men when
they learned of these tax-refund cases and of the chaotic
condition of the depurtment, of the lack of uniformity in rul-
ings, when they learned that they could go out and take the
case of some taxpayer and get an enormous fee in a few weeks,
resigned. A good many of them resignod: but, fortunnately,
that situation will seon end. The depurtment will clear up
its business; matters will become current; and 1 make tho
prophecy that within two years there will be hundreds of
lawyers secking jobs in the Government service at salaries
very much less than $8000. Men covet these positions as
they coveted the positions upon the Tax Appeal Board, where
the compensation was only §7,500, Now we propose to increase
that to £10,000, theugh there were scores of men seeking the
positions when the compensation was only 87,500

Mr. President, this Is discriminatory. It is an effort to take
care of six men in the department and to increase their
salaries by merely changing the title of the office which is be-
stowed upon them.

I hope that my amendment will prevail.

The VICE PRESIDENT. The question is on agreeing to
the amendment ofTered by the Senator from Utah to the amend-
ment of the committee.

The amendment to the amendment was rejected,

Mr. KING. Mr, President, in line 8, I move to strike out
the word “six" and fusert the word “four,” so that it will
read :
not more than four assistants.

As 1 state, the general coungel already has 162 lawyers, and
now it is proposed to give him 6 more. I wish to limit it to 4.

I ask for a vote,

The VICH PRESIDENT. The question is upon agreeing to
the amendment offered by the Senator from Utab to the swend-
ment of the committee.

The amendment to the amendment was rejected.

Mr. KING., Mr. President, I desire to say that I shall ask
for a record vote on this amendment in the Senate.

The VICE PRESIDENT. The gquestion uow Is upon agreeing
to the amendment of the commitice,

The amendment was agreed to.

Mr, REED of Penusylvauia. Mr. President, T ask nosw thait
we take pp my request to reconslder the amortization amend-
ment, which was pat In on page 324, 1 ask gnanimous consent
that the vete by which that amendment was adopted be recon-
sidered, .

The VICE PRESIDERT. Is there objection to the request
for reconsideration? ‘The Chair hears none, and the yote by
wliich the amendment was adoptad is reconsidered,

Mr. REED of Pennsylvania. Now, Mr. President, I move to
strike out the dute “March 3, 1024 and to insert in Heu
thereof the dute “Juoe 15, 1924 1 may say thut I under-
stand that the Senator from Utah [Mr. Kixdg] has had a chanee
to consider the matter and is now ready to agree to the change.

Mr. KING. 3IIr. President, T have given attention to that
mutter, and 1 believe that I was the intention of Congress to
extend the period for three years, and that would bring it up to
June, 1924, If the amendment goes no further than that, I am
willlng to accept it.

Mr. FLETCHER. Mr. President, T do not quite understand
what the amendment is. Does the Henator say it is on page
447

Mr, REED of Pennsylvania. On page 8384 an smendment
was inserted which will allow amortization ciaims If they were
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filed up to March 3, 1924, The committde wants to change that
date to June 15, 1924 :

Mr, KING. It does not permit the filing of any claims now,
or after June, 1924, no matter what their character may be.

Mr. SMITH. Mr. President, how far back are these claims
allowed to run? I onderstand that now they only run up to
a certain fixed period, and that after that there will be no more
amortization claims,

Mr. REED of Penusylvania. The whole idea of war-time
amoertization has ceased. It does not apply now. No such
amortization is permitted for present years,

Mr. SMITH. Mr. President, let me read a letter which I
haye here. I want the Senator to help out my constituent.
He says:

As thers are matters concernlng elaims for refund In which 1T am
much Interested, and as oor local interests, In common with others,
liad fo make ecertain changes under war-time conditlons, there has been
peniling witlh the Board of Tux Appeals a ense in which congideration
of' amortization is an Important factor,

1 am lnformed that, following the decision of the Doard of Tax Ap-
peals in the case of the Stauffer Chemleal Co., decision 880, the Treas-
ury Department §s disallowing all deductions for amertization in which
clalm was not made at the time of filing returns for the taxable years
1018, 1010, 1020, and 1021,

Mr, REED of Pennsylvania, Mr. President, T can answer
that now. Those elnlms will be allowed, if they are otherwise
proper, provided they were filed 4t any time before June 15,
1924, That will amply take care of the case of the Senator's
correspoudent.,

Mr. SMITH. Yes. Let me read another paragraph and see
if we are vorrect:

I do not belleye that 1t was the fotention of Congress to thus deprive
taxpayiers of proper deduoctions, the right to which had accrned prior
to the passage of the revenue act of 1021, especially In View of the
fact that in many cuses the extent of deductible losseds was not defi-
nitely mscertaiped uontil the end of the mormal postwar years, namely,
March 3, 1024,

It is quite possible that later decisions of the Board of Tax Appeals
may define the situstion more clearly, Lut at present 1 believe it to be
highly desirable that, If possible, an amendment be maede of the pend-
ing revenue LIl which will remove all doubt nud clearly define the
rights of taxpayers in this respect,

Now he refers to this bill:

As the casc In which I am interested I8 going to be affected by
the foregolng decistion of the board, I wounld request and urge your con-
sideration to use your eforts in having the adoption of the amendiment
of the pending revenue bill to the effect * that nothing in paragraph
(D) of subdivision (a) of section 214, or paragreph (B) of subdivision
{a), section 234, of the revenne act of 1821, shall be eonstrued to bar
from allowance any cieim for amprtization relating to any taxable
year prior to 1921,

Mr. REED of Pennsylvania. In substance, this provides the
game (hing. All that wounld limit the claim of the Senator’s
correspondent would be that he neglected to file hix claim until
after June 15, 1924; but ag the date that he himself men-
tions {8 March 8, 1024, it is perfectly obvious that he will be
satisfied, because we give hiim even more time than he asks for.

Mr. SMITH. If he filed his claim prior to June 15, 1924,
his elaim will be considored?

Mr. KING. Yes.

My, SMITIH. Very well, Mr., President.

Mr, KING. Mr. President, I want to say, with respect to the
Inw passed by Congress dealing with amortization claims, that
in my opinion Congress has been entirely too lenlent. We ought
to have cut them off years ago; but Congress passed the law
giving three years, and I have acceded to this amendment be-
cause in good faith I think we shonld carry out that provision
of the law.

The VICE PRESIDENT. The question is upon agreeing to
the amendment offered by the Senator from Pennsylvania to
the amendment of the commitice.

The amendment to the amendment was agreed fo.

The amendment as amended was agreed to.
== Mr. SMOOT, 3r. President, the next amendment we desire
to take up Is found on page 19, known as the depletion amend-
ment.

The VICE PRESIDENT. The amendment will be stated.

The Cormer Creex. On page 19, the committee proposes to
strike out lines 19 to 24, inclusive ; all of page 20; and page 21
down to and including line 11, and in lien thereof to insert:

{¢) The basis upon which depletion, exhaustion, wear and tear, and
obsolescence are to be allowed In respect of any propérty shall be the
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same as is provided in subdivislon (a) or (h) for the purpose of deter-
mining the gain or loss upon the sale or other disposition of such prop-
erty, excopt that—

(1) In the ense of mines discovered by the taxpayer after February
28, 10138, the basis for depletion shall be the falr market value of the
propérty at the date of discovéry or within 840 days thereafter, if
such mines were not acquired as the result of purchase of a proven
tract or lease, and if the falr market value of the property s mate-
rially disproportonate to the cost. The depletion nllowanee baséd on
tiscovery valne provided In this paragraph shall not exceed 50 per
cent of the net income of the taxpayer (computed without allownnce
for depletion) from the property upon which the discovery was mnade,
exeept that in no case shall the depletion allownnee be less than it
would be If computed without reference to discovery value. Discoveries
ghall Include minerals discovered or proven In an oxisting mine or
mining tract by the taxpayer after February 28, 1013, not Included
In any prior valuation.

(2) In the case of oil and gns wells the allowance for deplétion shall
be 25 per cout of the gross Income from the property during the tax-
able year. HBuch allowance shall not exceed 50 por cent of tho not
incoma of the taxpayer (computed without allownnce for depletion)
from the property, except that in no case gboll the depletion allownnce
be less than it would be If computed without reference to this paragraph.

On page 22, Hne b, the senior Senator from Florida [Mr,
Frerouer] has the following amendment pending, to strije out
the words:

Discoveries shall include minerals discovered or proven in an oxlst-
ing mipe or mining tract by the taxpayer after February 28, 1013,
not included in any prior waluation,

Mr. FLETCHER. Regarding that amendment, I do not
propose to disenss It at any length at all. I merely sulynit it

The VIOH PRESIDENT. The guestion is on agreeing to
the amendment offered by the Senator from Florida to the
cominittee amendment,

Mr. REED of Pepnsylvania. I think I ought to say that the
amendment offered by the Senator from Florida is very
strongly approved by the Treasury Department. They say
that if that sentence is left in it will add great confusion and
do great injustice to the Government.

Mr, COPELAND. May I ask the Scpator from Pennsylvania
il e has had any conference with the Senator from West
Virginia [Mr. Nexry] about the depletion provision?

Mr. REED of Pennsylvania, That is a different guestion
entirely. That has to do with oil, This relates to the question
of mines.

Mr, COPELAND. That matter in which lie is interested
will be given consideration?

Mr, REED of Pennsyivania. That will be discussed et
length, I think, after the Senator from BMichigan shall have
concluded his remarks,

The VICE PRESIDENT. The question is on agreeing to tho
amendment offered by the Senator from Florida to the com-
mittee amendment,

The amendment to the amendment was agreed to.

Mr. COUZENS. Mr. President, T would like to have the
chalrman of the Finance Committee explain subdivision (e¢),
paragraphs 1 and 2, on pages 21 and 22 of the bill

Mr. SMOOT. I will be compelled to leave the Chamber in
just a few moments, and if it is agrecable to the Senutor from
Michigan, I will ask the Senator from Penusylvania [Mr. -
Rexn] to explain that provision,

Mr. COUZENS. That is entirely agreeable,

Mr. REED of Pennsylvania., Mr. President, in substance,
the committee did not mean to change the basis for ascertaluing
depletion on mines, Any change as to mines I8 a mere change
in the wording of the section. It is nof intended to change
the basic law. We did intend to change the method of caleulat-
ing depletion on oil wells,

As the Senator so well brought out in his investigation, the
calculation of depletion in the case of oil and gns wells has led
to great uncertainty and in many cases to widely varying
depreclation allowances. It is a rather complicated subject,
but perhaps it ought to be explained in some detail,

When we come to ealenlating the income of a man who owns
an oil well, we have to take into account the fact that his
capital is constantly disappearing, that it is belng depleted
by the flow of the oil or gas.

Mr., COUZENS. That is equally true of the depletion of
other minerals, is it not?

Mr. REED of Pennsylvania. It is equally true of the de-
pletion of other minerals, and we allow depletion in the case
of other minerals, just as coal mined from the ground depletes
the mine owner's capital.




3762

It iz mere d{fMicult tn deal with ofl than wlih coal, because
we cin measure the thickness of the seam of coal, we know
its nrea, and we enan ealenlate with eonsiderable aeenracy
the tonuage that 18 in the ground. We do not discover coal in
the same way that we discover ofl, There 18 not the element
of uncertainty aboot it.

Obyionusly, in ealeulating the oll well owner's income tax, we
hive, first, to make a deduoetion from his gross Income for the
amount by which tlls vapltal ig belng returned fo him in this
forme which we eall depletion. In the past that lms been
cnlenlated In this way: The expert engineer of the burean
goes to the aren where the ofl is being produced, he finds out
what the size of the tract ig, and, by a combination of guess-
work and lmagination, he estimates the quautity of oll in that
area, the quantity of oil that 18 likely to be produced by that
well during its entire life. Then; by another process of guoess-
work, he estimates what each barrel of that oil will bring in
during each of the future years during which the oil will be
produced, and having arrived at one uncertainty, he multi-
plies it hy the other uncertaninty, and that gives him the
depletion allowance per barrel to be credited against that
man's lrcome bhefore ealeulating his tax,

Mr, COUZENS. Mr, President, will the Senator yield there?

Mr. REED of Pennsylvania. I am glad to yleld.

Mr, COUZENS. If the depletion were computed on cost,
that would not happen, would it?

Mr. REED of Penusylvania. Noj it wonld not happen. If
we were to ealenlate the depletion at some fixed percentage of
the cost of the property that would not oceur. But ever since
early war days Congress has followed the policy of allowing
what they call discovery valne for both oil and gas wells and
for miuerals. It is perfectly obvious that if I buy an acre of
lind in the Rocky Mountalns and pay $10 an acre for it, and
then, by hard work, discover a rich deposit of gold in it, the
caleulation of my depletion on the original $10 basis would not
allow me any adegynate return for my real capital. 8o, in
allowing what is called discovery wvalue, Congress and the
burean have tried to get at the real but the unknown value
of the property owned by the taxpayer.

Whether it is wise to handle the problem in that way or not
1 am not entirely persuaded. It has led to some large deduc-
tlons from Income, but to refuse to do it and to calculate the
depletion on the original cost is not fair, either, because in
thiese uncertain industries there is mnch property which is
hound to be worthless, on which the taxpayer really makes a
deasd loss; but there is no production and consequently no
depletion from that property.

Mr, KING. And no tax,

Mr, REED of Pennsylvania. And no tax,

Mr. COUZENS. Does the Sevator know of any other in-
dustry where that is allowed?

Mr. REED of Pennsylvania. The production of minerals Is
the only one that I kmow of—either oil or gas or solld min-
crals. It is only in the production of such minerals that the
element of nncertainty enters =o largely.

Mr. COUZENS. We can not determine the degree of the
clemeant of risk that enters into the respective industries, but
I submit that anyone who undertzkes an industry, whether it
be a manufacturing industry, n bank, or something else, has
an eclement of risk, has he not?

Mr. REED of lennsylvania. Yes; he has an element of
risk, but his property is generally worth something, even if the
risks go against him. That is not troe of the man who takes
A worthless mineral claim.

Mr. COUZENS. If he discovers oll he gets the results simi-
lar to those obiained by the man who produces some traile-
marked article that happens to please the people. He may or
may not trade-mark an artiele that appeals to the public.
In other words, he may go on for years experimenting with
a trade-marked article, and he may lose many millions of dol-
lars; then he may discover an article which appeals to the
publie, but he is not allowed to capitalize all his previous
losses in computing s taxes.

Mr. REED of Pennsylvania. T sce the Benator’s point. Will
not the SBenntor let me explain what Congress has done and
what the committee revommends now, and then we ean go back
to the more fundnmental question which the Senator ralses, as
to whether elther policy is right—that is, the past policy or
the new one that we have recommended?

I hope I have explained fo the Senate how this present
method of calenlating depletion in oil wells fs really a combi-
nation of uncertalnties. The factor of error that is possible
in either of those elements is intensified by the fact that we
are multiplying one uncertainty by anotber,
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That leads to almost constant confliet between the olfl-well
operators - and the burcau, There is hardly any important
operator who does mot have a lawsuit on every year's refurn,
becanse he cstimates that his depletion is, say, $1.25 a barrel,
and the burean sends Its engineers down, and they make
gucsses. different from those of the taxpayer, and they say to
him, “No; your depletion is only 30 cents a barrel”. Whilp
that does not sound very large when applied to an impartant
producing area, it means a difference of millious of dolinrs to
the Goverpment and to the taxpayers.

So we are irying, by the Finance Commitiee amendment, to
get nway from those nncertalnties and to adopt a rule of
thumb which will do approximate justive to both the Govern-
ment and the taxpayers.

We fiad, then, that probably the best way to do it is to
provide that an arbitrary percentage on the gross valne of
each year's yleld be chalked off for depletion. We figure it
on gross income instead of net income, because the net incomo
from oil wells varies very greatly, When the first flush pro-
duction comes the operating cost of the well Is very low jer
barrel, but as the well trails down and finally comes to pro-
duce a small quantity of oll, the cost increases. Up in my
Btate we have many wells working which average less thun
a quarter of a barrel of oil per day, Obviously, the operat-
ing cost of those wells Is pretty high, and in many cases
production gets down to the point where there is practically
no net income, and yet the oil keeps flowing. There is n
reduction of capital going on, and if we hased the depletion
on net income we wonld not always reflect it.

Mr. HARRELD and Mr. NEELY rose.

The VICE PRESIDENT. Does the Senator from Pennsyl-
vania yield ; and if =0, to whom?

Mr. REED of Pennsylvania. I yleld to the Senator from
Oklanhoma.

Mr, HARRELD. I would like to ask, If this rule were in
vogue, would It not result in thousands of the wells of which
the Benator has spoken being shut down entirely because
they would not pay, thus taking off the market thousands of
barrels of oil?

AMr. REED of Pennsylvania. Oh, no; Mr. President.

Mr, HARRELD. If we applied the depletion based on net
profits it would result in that, wonld it not?

Mr. REED of Pennsylvania, Yes; it would.

Mr. HARRELD. That is what I mean. If we applied a
rle that dealt with net profits, it would cause a great many
of thiose wells to be shut down. They may be barcly paying
now, and yet, becanse there are thonsands of them, they are
producing thonsands of barrels of oil.

Mr. COUZENS. Let me point out the fact that the law takes
only 12% per cent, so the operator still has 574 per cent
of his profit, even though there arises a condition such as the
Senator from Oklahoma has stated,

Mr, HARRELD, As the Senator from Yennsylvania has
said, a great many of those wells are producing only a half
or a quarter of a barrel per day. Yet, it s high grade oil,
and the owner can afford to pump, because he is perhaps mak-
ing enough each day to justify it. But If you took off a per-
centage of the net profit, it would bring the profit below the
point where it would pay to run a great muany of those wells,

Mr; REED of I'ennsylvuania. Endeavoring to come at the
rule of thumb, the Finance Committee declded to base the tax
on gross [ncome from the well, and they decided, after long
consideration, that 25 per cént of the gross Income was about
fair. We realize, in doing that, that that is going to work
rather a bardship on the owners of flush prodnetion, newly
discovercd oil pools which put out a great amount of oll per
diy. It is hardly going to be enongh to take care of those
people, because that flush production does not last long. At
the same time we realized that it was going to be a great help
to the owners of these little wells which barely pay the cost
of pumpiug and keeping cleaned out. We tried to strike ap-
proximately the correct point between the two extremes,

Mr. NEELY. Mr. President, is it not a fact that the period
of flush production to which the Senator has referred Is usually
of short life in his State and in the neighboring State of West
Virginia?

Mr. REED of Penusylvania. Yes; and I think that is troe
in the mid-continent field, too,

Mr. NEELY. Is it not also a fact that 25 per cent is not
a sufficient amount. of depletion for those who have this fiush
production, becuuse of the fact that, basing the judgment on
past experience, it can not endure for any great length of
time?

Mr. REED of Pennsylvania, If we consider that the weli
will protably run on for years with the sune production and
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that we have to strike a happy medinm some place, it seemed
to me that 25 per cent was pretty nearly enough. If there is
any error in the 25 per cent figure, I imagine it is in favor of
thie Government.

Mr. KING. Mr. Prosident, will the Senator yleld?

Mr. REED of Pennsylvania, I am glad to yield to the Sen-
ator from Utah,

Mr. KING. T call the Senator's attention fo the further fact
which of course the able Senntor from West Virginla has in
mind, namely, that there is no provision which excludes from
censideration all the money which has been expended by the
oll man in finding the well. I think he gefs as a capital in-
vestment, or gets as a part of his expeuses;, hundreds of thou-
sinds or possitly millions that he may have expended in non-
productive activities, and those are to be credited to him and
allowed, as I understund the amendment, so that he gets many
aceretions to the aggregate sum which he balances agalnst
any mmount he may receive from the well,

May I say to the Senutor when he speaks about the action
of the commitfee thut I was not satisfied with the amendment
and did uot agree to it, so I do not want the Seaator to in-
clude me in the number of Senutors on the Tinance Committee
who agreed to the amendment.

Mr. REED of Pennsylvania. I had forgotten that. I =am
glud the Senator called attention to it.

Mr, NEELY. Mr, Presidont—

Mr. REED of Pennsyivania. I am glad to yield to the
Senator from West Virginia.

Mr., NEELY. Is it not a fact that the burecau in the past
Lias allowed a great deal more than 25 per cent for depletion?

Mr., REED of Pennsylvania. The bureaun has allowed on
an average sbont 37.5 per cent, as I recall the figures, over
all its cases. Perhaps I had better put the figures in the
Rrconp to be more definite about it

Mr. NEELY. Does the Senator think the bureau has
allowed an exeessive amount for depletion in the past?

Mr. REED of Pennsylvania. I do think so in a good many
CARes.

Mr. NEELY. The question iz, Has the average allowance
made by the bureau in all cases been fair and just?

Mr, REED of Pennsylvania. I am not gualified to speak
nbout the average becanse I do not know of many casecs, but
1 kuow of some that secmed excesslve, and of others that have
been eriticized which seemed to be all right.

Mr. NEELY. Inasmuch as the purpose of the DIl with
whiclhi the Senate {8 now laboring and for which the country
1s anxiously waiting is to reduce taxes, does the Senator think
that we should approve this provision, tho effect of which will
be to ralse the taxes of every independent oil operator in the
country?

Mr. REED of Pennsylvanin. That depends on whether the
amount previously allowed was or was not excessive. T be-
Meve it is just as important in the tax bill that we eqgualize
burdens as that we reduce for everybody, Now, let me put
in the Recornp the fignres that show just what the allowances
have been. '

Mr. NEELY. If the Dbill is passed In its present form it
will result in an increase in the taxes of all independent
operators,

Mr. REED of Pennsylvauia. TIf would for gome of them and
it wonld result in a decrease for others. I cnn not bring
that out ton strovgly, that all the litfle men aud men who bave
settled production will probably be the gainers.

Mr. NEELY. They are the large ones, are they not?

Mr. REED of Pennsylvania. In my section of the country
they are not.

Mr. NEELY, In my sectlon of the country they are,

Mr. REED of Peunsylvania. It wounld result to the ddisad-
vantage of those men who have the bonanza wells, the great
‘finsh wells producing thousands of barrels a dany. I can see
why thiey do not like it, but againgt each one of those there
are. 100 men owning smaller wells and it is to thelr advan-
tago. Before we carry the discussion any further, let me
put the figures In the Recorp for which the Senator asked.

Mr. NEELY. Does the Senator know of any Independent
or so-called] small operator who i8 in favor of the change?

Mr. REED of Pennsylvania. Yes: I do. I know of a good
many.

Mr. NEELY. So far ss I am informed every independent
operator in my State is opposed to it.

Mr. REED of Pennsylvanin. Let me be plain about it. I
think every oil man of my acquaintance has been after me to
get me to agree to raise the figure fo 35 per cent, but that is
just the thing that tnkes place in connéetion with every tarifl
bill and every tax bill. Nobody wants to puy taxes. Everyone

3763

wants to have his exemptions raised. They have a perfect
right to do it; and if their point is sound, it ought to be re-
spected. DBut I can not agree with the Senator that no ofl man
would be glad to have the amendment adopted. 1 thiuk very
many of them would.

Mr, NEELY. 1 think those who have seitled oll production,
ke the Standard Of Co., are perfectly satisfied with it
as it is, but I know of no independent producer who does not
think that the 25 per cent provided in the amendment should
be increased to 33 per cent. 1 hope the bill will be amended
50 as to protect the small producers.

Mr. GOFF. Mr. President

The VIOE PRESIDENT. Docs the Senator from Pennsyl-
vania yield to the junior S8enator from West Virginia?

Mr. REED of Pennsylvania. I am glad to yiell

Mr. GOFF. I do not want to interrupt the Senator from
Pennsylvania now if he will yield to me for a few mowments
after he has introduced the figures into the Recorp. I want to
discuss a point that was suggested by my colleague, the senior
Senator from West Virginla,

Mr, REED of Penusylvania, I am glad to yield to the Scn-
ator at this time,

Mr. GOFF. 1 wish to ask the Senntor, if the 25 per cent of
gross income allowance does not have the coffect, at least on
the filush wells, go to speak, of depreciating the capital assets
rather than the income received from the wells? While it may
result in increasing the income of the Treasury Department,
it nevertheless decreases the capital account that is invested
in ofl, and it has the ultimate effect of discouraging the open-
ing and operating of new fields. My colleague, the senior Sen-
ator from West Virginia, has suggested very clearly aud most
acenrately the effect which the 25 per cent depletion has npon
the new operator in new territory In such States as West Vir-
ginia and the Southwestern States of the United Stawes.
Muany of the wells, at least 25 per cent, as the Senator fiom
Pennsylvania well knows, are dry holes. If the capital ue-
eount is to be depleted in the new wells—that is, the discovery
wells, 8o to speak—then the fact that we have a rate of only
25 per cent and not 35 per cent would make a vitally materal
difference, I understood the Benator to say, and I understand
that the figures he is going to Introduce are within the experi-
eace of the Treasury Department,

Mr, REED of Pennsylvania. I want to put those figures in
the Recorp because they are rather enlightening and it is in-
teresting to know just exaetly what has happened,

Mr. GOFF. We had better hayve the figures inserted in the
Recorp first and then T will submit some further questions to
the Senator with refercnce to the matter,

Mr. REED of Pennsylvania, The Treasury Department so-
lected at random 50 taxpayers engaged in the production of
petrolenm for the three-year period 1018, 1919, and 1820, and
again for the three-year period 1921, 1922, and 1923, The resalt
shows the percentage of depletion to gross iscome for those
years, and I ask Senators to follow the figures carefully be-
cause some of them are pretty startling.

In 1918 the gress Income was $15,000000, I will omit the
odd figures. The depletion allowed for net ineome was 85,195,
000. In other words, 32 per cent of the gross income of those
taxpayers was excluded from the payment of income tax that
year. In 1919 the gross income of the 50 taxpayers was
$26,745,000, while the depletion allowances were $11,160,000,
or 41.76 per cent of their income, In 1920 their gross income
wias $57.084,000 and the depletion allowances $21,640,000, or 87
per cent of the income. The average amount of the reduction
from their gross income in that three-year period was 37.75
per cent.

The law was changed and T ask Senators to follow the ro-
sults for the next three years. In the first period of three
years there was no lmitation in the law on the asmount of
depletion that could Le taken, but in the 1921 law a limila-
tlon of 100 per cent of the net Income was estublished. In
the 1924 act this was reduced (o 50 per cent, bt we have not
any cases ulder the 1924 act.

In 1921 the gross income of those taxpayers was $38,412,000
and the depletion allowances were 521,500,000, or HB.20 per
cent of thelr gross income. That, it shonld be understood,
is the amount that is claimed by those taxpayers. There are a
number of audits pending and it is to be hoped or expected thnt
the Government wonld not acquiesce in those high allowances,
Bot that is what their returns show they have deduncted from
their taxable income on the seore of depletion,

Mr. HARRELD. The 1919 and 1920 cases have been ail-
dited, and the figures were bazed on audited accounts?

Mr. REED of Pennsylvania, I think that Iz trae. If it i8
not true in every case, it Is so in nearly every case.
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In 1922 they reported gross income of $28,593,000 and charged
off £17,842,000 for depletion, or G2.30 per cent of their income.
That again I think is apt to be reduced by the time the audi-
tors get to it. In 1023 they reported $21,031,000 gross income
and teok off §10,911,000 in depletion deductions, or 51.85 per
cent,

Mr. COUZENS. How many companics were involved in
thuse figures?

Mr. REED of Pennsylvania. Fifty companies. I may say
that these 50 companies are none of them engaged in market-
ing refined products. I we took cases involyving such ecom-
panies, we would get into complications of thelr income from
refining operations and that would obscure the lesson we can
draw from the figures.

Mr. BMITH. Were the last figures the Senator gquoted under
the B0 per cent limitatlon?

Mr. REED of Pennsylvania, No. That limitatlon was put
into the 1924 law.

Mr. SMITH. This was where in the judgment of the de-
paptment it might go as high as 100 per cent?

r. REED of Pennsylvania, This was where under the 1921
act the depletion was lHmited to 100 per cent of the net income,

Mr. HARRELD. Yhat was the per cent in 1010%

Mr. REED of Pennsylvania. The percentage for 1919 was
41.76,

Mr, SBACKHTT. Dooes the 50 per cent refer to net inecome or
gross income?

Mr. REED of Pennsylvanla. It refers to net income, and
the Benator will find the provision on page 22, line 12, On
that page appesrs the Finance Committee’s eolution or at-
tempted solotion of this very difficult problem.

Mr. GOFYF, Mr. President, will the Senntor yield?

AMr. REED of Peunsylvania. I am glad to yield to the Scn-
ator from West Virginia.

Mr. GOFI. As I understand these figures which the Sena-
tor from Pennsylvania has jnst read into the REecorn, they
would admit of the interpretation that the computations of
the Treasury Department sbhow that a 35 per cent allowance
based upen those figures is necessary to maintain the eapital
accounl of the industry.

The depletions which had theretofere been made, beginning
in 1918, 1919, and 19520, wonld average, the Sengtor sald A
moment ago, abont 3716 or possibly 40 per ecent if we are to
mnintain strictly the capital account of the investment,

The purpose of the dopletion allowance is to enable the
operator to maintain kis capital account, inasmuch as he is
a discovered operator rather than one who is mafutaining a
settied industry.

It scems to those who are operating upon a discovery basis
that, if they Are to be allowed only 25 per cent for depletion,
then, as soon as the flush period of the well has passed, the
25 per cent depletion allowance will obvionsly invade the
eapital scconnt, and to that extent deprive them of the in-
centive as well as the opportunity to continue in the repro-
dnetion of oil.

Mr, COUZENS. Mr. I'resident, will the Senator from West
Virginin yleld at that point?

Mr. GOFF. Certainly, I yield.

Mr. COUZENS. 1 dosire to nsk the Senator how he ar-
rives at the capital acconut? The method of arriviug at the
cupital account that the Senator is talking abont being de-
pleted Is the important issue; it is the whole controversy.

Mr, GOFF. That is very true; but we arrvive at the capital
acconnt by taking the general average of the investment de-
voted to the discovery oil. We then take the number of cases—
the SBenator from Pennsylvania [Mr. REen] said that his com-
putations were based upon about 50 companies or 50 discovery
productions—and so obtain the genernl average. I was in-
tending to read when the Benator interrupted me—and I was
glad he did so—n statement.

Mr. COUZENS. Does the Senator mind stating where that
statement eame from? T ask that because I observe that it Is
on the desks of Senators and is without any signature, and to
me it bears the evidences of being propaganda, We might as
well put advertising on the desks of Renators if propaganda Is
going to be put there without any signatures to it.

Mr. REED of Pennsylvanin, Is tho Senator from Miechigan
referring to the statement I put in?

Mr, COUZENSE, No. I am talking about the statement
whlé:h the Senator from West Virginia [Mr. Gorr] is going to
read.

Mr. GOFF. I will say in reply to the Senator from Michl-
gan that he must not think that everything of which he dis-
approves is propagauda,

Mr. COUZENS. 1 said it was not signed, sir,
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Mr. GOFF., That may all be true, but the Senator says that
becanre It is not signed it is propaganda.

Mr. COUZENS. It is evidently so.

Mr. GOFF. Let me say to the Senator that the figures were
givon to me by those who obtained them from the tax experts
of the Treasury. They are furnlshed by rellable peaple inter-
ested in this matter and who are constituents of mine. I am
using this document not because it contains thoese statements,
but beeause the figures here collected are correet and are true.
I am using the statemont merely for the purpose of showing
that on page 2 of this memorandum Is——

Mr. COUZENS, Who signed the memorandum?

Mr. GOFF, It is not signed; there is no question abont that,
but the figures to wlhich I refer are figures obtained from thoe
experts of the Treansury Department, Those geutlemen are
herc; they arve within hearing of my stufoment, and they can
rise, through the Senator from Pennsylvania or the Senator
from Michigan, and deny anything that I assert Is aceurately
gtated in this memorandum. I am using it merely becauge it
contains information which I am advised is correct, inasmuch
as It came from the representatives of the Treasury Depart-
ment. %

Mr. President, I desire further in this connection to eall
the attention of the Senate to a guotation from an address
by Mr. E. W. Marland before the American Petrolenm Insti-
tute on December 23 last, in which he said:

Up to 1923 approximately $12,000,000,000 were placed in the legiti-
mate channels of oll-ficld development and operating in the TUnited
States, and only §7,0600000,000 returned from the sole of crude oll
produced, leaving a deficiency of four and one-half billion dollars.

This memorandum is based upon statements made and eon-
ferences had with the experts of the Treasury who have in-
vestigated the matter, 1 is true, In a field of more or Jless
conjecture, buk based npon returns made and andited.

The Senator from Pennsylvania says that many of these
clalms are now in proeess of audit. I understand he means
that muuy of the clahms for depletion are now In what might
be denominated the auditing stage, but that, so far as the
Treasury cun now determine, a falr depletion allowance, an
allowance that does not confiscate the capital investment in
the inferest of the Treasury, is from 85 to 8371 or 40 per cent;
clearly a 25 per cent depletion from the gross income is not
suflicient to preserve intact the capital account. If we do not
have at least 30 per cent—and 40 per cent wonld be better—
then (he capital account is invaded; and the fax, instead of
being a tax reazonably levied, is a tax to confiscate ihe ecapl-
tal lnvested, and thercfore dizcourages the reinvestment of
capital in discovery oil prodnetion,

Mr, COUZENS. Mr, President, will the Senator yleld there?

Mr, GOFF. Certainly.

Mr. COUZENS. The SBcnator uses two expressions. One is
“eapital account” and the other is “eapital invested.” I
want to say that the Senator has no evidence that the dis-
covery value is capital invested.

Mr. GOFF. As a matter of course, the very statement of
the proposition involves essentinlly that it is capital. If a
man engaged in the production of oll goes out into a new fleld
and invests a cortaln amount of money in the discovery of oil,
such an investment is essentially eapital.

Mr. COUZENS. Cerfainly; I absolutely agree that the
amount he has invested is capital invested; that is just the
point I am contending for and the thing on which depletion
ought to be allowed is the capital invested. No one wants to
invade the domain of capital invested; but what we o want
to prevent is the fletitious value placed on eapital invested.

Mr. GOFF. The difference, as I see it, between the Senator
from Michigan and myself is merely a difference in the experi-
ence as we sec it which the different discoverers of oil have
had. 1If the men who are engaged in discovery production—
that is, in flush produetion—ifind that this flush production, as
my colleague [Mr. NreLy] so well said, exists only for a short
time, is exhausted within a very short period, and that the
depletion is allowed only at 26 per cent from the gross income,
in the majority of cases from which this computation Is a
logieal deduetion, then obviously 25 per cent Is an invasion of
the capital account and so reduces the capital, that it is only
a question nntil that point is reached where all of the capital
which is availahle for the discovery of oil has been nhsorbed.
That is the question in which the producers in the new field
not only in West Virginia but in other Stutes are intercsted.

Mr. REED of Pennsylvania. Mr. President, will the Senator
permit a question ?

Mr, GOFF. Certainly.

Mr. REED of Pennsylvania. I wonder if the Senntor has
noticed the last sentence in this paragraph, which provides that
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the owner may always have, depletion in an amount equal to
his actual cost? He is in no danger of getting less than that.

Mr. COUZENS. That is what I was trying to point out.

Mr. GO¥F. That might, of course, be, but that is bringing
the provision down to a situation which is contradictory, to
xny the Jeast. The Senator states that the operator is entitled
to 25 per cent unless he is willing to stand upon his individoal
depletion. I do not eare to put that construetion upon the bill.
Under It anyone who is faced with a 25 per cent depletion from
2ross income would be in the position of saying, “1I do not care
to stand upon the law; all T want to do is to invoke the indi-
vidunl depletion compnutation.” That Is an uncertainty in the
law to which I contend the discoverer producers, as we de-
nominate them in the oil fleldy, should not be subjected if
they are to have their capital run such risks. As I said a
moment ago, it is & falr statement that 25 per cent at least
of the wells drilled are dry. That is another risk to which
anyone who engages in producing oil in new flelds is sub-
jected. When he goes out to discover le is subjected to that
additional loss which comes from 20 per cent of the wells
being dry.

Mr. HOWELL. Mr., President, may I ask the Senator a
question ?

Mr. GOFF. Certainly.

Mr. HOWELL. Does the Senator think that this is neces-
sary In order to encourage the production of oll?

Mr. GOFF. 1 do.

Mr. HOWELIL. Is it not a fact that it is being urged now
that oil is being produced too fast; that we ought not to de-
plete our natural resources as rapidly as we are?

Mr. GOFF. Of course, the guestion of the Senator from
Nebraska involves a matter of economics as to whether we
are too extravagant or whether we are living beyond our
mineral eapacity. I am in no position to answer that question.
I think that the law of supply and demand, the law of trade,
would regulate the question of the production of new wells.
That is to say, Mr. President, if the price of oll reached such
a low point in the market as to be unprofifable, those who are
investing capital in such productivities would rvefrain from
taking the risk, for the obvious reason that success in produe-
ing wells would not repay the tying np of the capital in such
enterprizes.

Mr. HOWELI. Does not the Senator think we might well
wait until the production of oil fulls to such n point that it
appears necessary to present as a gift to the oil producer a
raduetion of 25 per eent from his Income in figuring his
income-tax return?

Mr. GOFF. No; I should not say that, for this reason: The
question of the Senator, in my judgment, Involves our entering
the paternalistic field, and that I do not think we should do
in reference to the oil industry or to any other fndostry. I
do not think the Senate of the United States should say to any
producing industry in the United States, * You are producing
too much "™ or * You are producing too little.” We should let
the Induostries produce as they see fit to produce, and they
should be the arbiters of whether or not the demand for what
they produce should be supplied by their activities.

Lr. HOWELL. Does not the Senator think that paterna-
latic tendencies are Indlcated by a gift rather than by the
refusal of a gift?

Mr. GOFF. No: I do not, and for this reason: I think that
we should slways take into conslderation the existing businesa
development in any speeific line, and we should then arrive at
what Is a fair, judicial, and impartial penalty in the form of a
tax upon people who see fit in the pursuit of happiness as
the Sensator and I both know that term is constitutionally used
to develop their producing properties.

Myr. HOWELL. But If they are overdeveloping now, why
should we offer this preminm for further development?

Mr. GOFF. Then that is their lookout and not the lookout
of the Government, unless we intend to be puternalistic.

Mr. HARRELD. Mr. President, will the Senator yield for
a minute?

Mr. GOFF. I yield to the Senator from Okiahoma,

Mr. HARRELD. I should like to ask the Senator from
Nebraska where he gets the idea that there is an overpro-
duction of oll? If there were not another barrel of oil pro-
duced to-day and the consumption of oil should continue at the
same rate that it is continuing to-day, three months from to-
day there wonld not be a drop of oil in the United States.
Where does the Senator get the idea that there is an over-
produetion of ofl?

Mr. HOWELL. Because I have noted that the prices of
gasoline in the retail market have been low, especially where
those prices have been regulated. The price of gaseline within
the pgst year In Nebraska ran as low as 12 or 18 cents a
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gallon. Furthermore, I note that gas oil is cheaper to-day than
it has been for a long time. Therefore 1 assume that when
these products are relatively cheap there is an ample produc-
tion, and that there is no necessity of giving a bonus to an
oil producer in the way of deducting 26 per cent from his
profits before you figure his income tax.

Mr, GLASS, Mr, President, the Senator from Nebraska is
the first man I have ever discovered who thinks that gasoline is
cheap, Gasoline Is more than 100 per cent higher to-day than
it was eight years ago.

Mr. HARREILD. If the Senator will permit me to say——

Mr. HOWELL. Just a moment, T should like to say that in
Nebraska we have discovered a method of stopping profitecr-
ing. As a conscquence, when I was in Nebraska last year
gasoline could be purchased as low as 13 and 14 cents a gallon.
Prilor to the time when we put a publie gasoline station into
operation they had been charging 18 and 22 cents.

Mr., GLASS. Then the Senator's plen is for public gasoline
stations, owned by the State, rather than a contention that
gasoline generally is very low, Nebraska is exceptional if
gasoline s low there. It is not low in Virginia.

Mr. HOWELL. My contention Is simply this: That there is
ample oil behng produced under the conditlons which exist
to-day to farnish, at least in one State during this last year,
gasoline at 13 and 14 cents; and therefore that it iz not necos-
sary to insert in this Dill 4 new provizion wherehy we say to
a man who goes into the oil business: “ Your profits are
$100,000, but before we caleénlate your income tax we will take
away $25,000." That iz what this amendment proposes, and I
do not think the industry is in a condition that demands this
sort of thing; and ftalking about paternalism, this is pa-
ternalisin, It is granting these people something that we do
not afford anybody else, This proposes a very favored child.

Mr. NERLY., Mr. President, will my colleagne yleld?

Mr. GOFF. 1 yield.

Mr. NEELY. Is it not a Tact that the only State in which
gasollne has been selling for 14 cents a gallon . is the State of
the Senator frem Nebraska, where the State or its munleipali-
ties have gone Into the bhusiness themselves? Has my cnl-
leazue or any other person heard of gasoline heing ridiculously
clienp anywhere in the United States, unless it has been in the
State of Nebrpska?

Mr. HARRELD. DMr. President

Mr. HOWELL, Mr. President, T should like to answer that
question. I am not referring to the prices paid for gasoline
at a publicly owned station. A publlely owned stution was
established and operated untll the prices were reduced, anid
then it went out of business; but the officials sald: “ We will
be ready to go into business again any time youn unduly raise
prices.” As a conseguence, last summer, without a public sla-
tion operating, the spread in gasoline was only 2 or 4 cents.
The trouble here in Washington is that you have a tremendous
spread. We know veéry well that the quartermaster store
here in the city sells gasoline to naval officers aud Army ofi-
cers, at a reasonsble price. The Senator can not get it, I
can not get it,

Mr. GLASS. I can not get it, and thiat is the reason why I
psked the Senator how he came to the eonclusion that gasoline
was low.

Mr. HOWELL. I wish to say that I merely have my ex-
perience to go by, and I do nct consider that the mere fact
that retail gasoline is high indicates that the production of
oil ig falling off. The prices of gusoling and the other products
from oil are absolutely countrolled; and the difficulty con-
fronting the people of this country is that there is cooperation
in nearly every line for the insurance of proflts, except agri-
culture, and that is what is the trouble with agrieulture
to-day.

Mr. HARRELD. Mr, President

The VICE PRESIDENT. Does tlhe Senator from Wost
Virginla yield to the Senator from Oklahomn?

Mr. GOKFF. I do.

Mr. HARRELID). I should like to ask the Sonutor from
Nebraska what would be the effeet if onee the preduetion of
oil should drop below the consumption of oil? Would not that
necessarily Increase the price of gasoline? Would not the law
of supply and demand cause it to do 80? Does not (he Senator
think that the lmportant thing, therefore, in holding down
the price of gasoline, is to pass such laws as will encourage
the production of oil and keep the prodaction of oll aboyve the
consumption; and was not that the purpose of this part of the
bill and the purpose that Congress had in 1918 in preseribinz
and giving this discovery depletion to the oil industry? It was
to encourage them to take the risks—amd they are enormons
risks—in crder to keep produclion abead of conswmuption snd
thereby hold down the price of oil.
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I desire to ask the Senator if that was not the underlying
principle on which this depletion clauge was allowed, and if
it hias not resulted in keeping the productlon of oll slightly
ahend of the consumption of oil?

I gave the figures on this floor last year in discussing an-
other matter., I showed from the statistics that in 47 days
from the time I spoke, if there wis not ancther barrel of oll
produeced, and consumption continued at the rate at which it
was then continuing, there would not be a drop of oil In the
Inited States for any purpose. Therefore, It is necessary to
keep production ahead of consumption. If not, the price of
gasoline will mount to a dollar & gallon; and the very pur-
pose of this allowance is to aveid that. It is not generally
understood that that is the very purpose of this discovery
depletion allownnce, so as to! encourage wildeatting; and it
has enconraged wildeatting, It hns resulted in keeping pro-
duction ahead of consumplion, and thus has held down the
price of gasoline,

1 make the prediction that if this clause is stricken out of
the law men will not go out and take the chances that it is
necessary to take in wildeatting ; and the natural result will be
that consnmption will soon exceed production, and then we
will have gasoline selling at a dollar a gallon. That will be
inevitable, becanse the law of supply and demand will naturally
have that result.

Mr. HOWELL. Mr. President, if that is the sitvation we
shnll nitimately be confronted with high prices for petrvlemm;
and I submit that it would be a much better poliey for this
country to retain a part of its petrolenm in the ground here
for an emergency, rather than to g0 on exhaunsting the oil
sapply of the country, and secure what Is needed to-day from
foreign sounrces. Senators are aware that British sclentists
have annonnced that if they do not pay thelr war debt in
rubber they will make us pay their great war debt on account
of oil, because Great Dritain Is securing the great sources of
petrolenm throughout the world.

Mr. WHEELER. Mr, President:

Mr. HOWELL. I wish to say one word furtlier in this
connection. At the time we were loaning Great Britain the
funds that represented the debt that has been canceled, she
was utilizing her funds In purchasing the interest she now
owng in one of the great oll monopolies of the world.

Mr. GOFF, Mr. President, as I was saying when the Senator
from Nebraska Interrupted with his question, we are discour-
aging independent oil developbent by atlowing a depletion which
confiseates the capltal invested, because such an allowance of
necessity discourages wildeatting or independent oil opera-
tions. The snggestlons made by the Senator from Nebraska,
as I see them, followed to thelr logleal conclusion, take us
clearly inte the realm of encouraging a moncpoly in the pro-
duction of oil.

It is a well-known fact—so well known that it is axiomatic—
that the independent oil operator has no organization that he
ean toke into a new field with him, and that one of the great
expenses whieh he faces is the expense of an overhead; and
it is that expense, coupled with the small depletion allowed
as a deductlon from his gross income when he is suceessful
in discovering oil, that disconrages the independent operator
from enterlug the field to comipete with monopoly that has
its permanent overhead, and has, by and throogh permanent
overhead, the power to eliminate proportionately an operating
exXpense.

I have some other figures, Mr. President, which I now call
to the attention of the Senate,

In addition to the fact that 25 per cent of the wells now
being drilled are dry, it is computed that from 8 to 10 per cent,
and In some instances 12 per cent, of the wells are produeing
gag and not ofl. That brings us clearly to the conclusion that
from 85 to 40 per cent of the wells drilled for oil are dry
from the il point of view; and thai iz another obstruction
if not prevention to independent oil development in new felds.

When we fake Into consideration the further fact that the
Indnstry can count upon but little more than one-fourth of its
wells being suecessful, then if we discourage the independent
production of oll by those who discover and develop new fields
and take the chances of dry wells—from 35 to 40 per cent—
and who inenr the additional expense which ecomes from an
improvised overhead, then we have diseouraged the inde-
peudent oll vperator and have, whother we meant to do §0 or
not—we have played exclusively Into the hands of those who
produace oll through the cheaper processes of monopoly.

It §s for that reason that, in helidlf of those who are (iscov-
ering cil, not ouly in the State of Pennsylvanla and the State
of West Virginia, bnt down in the great oil-producing States of
Oklahoma and Texas, that T feel there shonld be an inerease
of this depletion tax from 25 to at least 385, 1f not 40, per cent,
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for the very necessary reason that the Senator from Pennsyl-
vania has very frankly and very fairly admitted that his com-
putations indleated that from 8714 to possibly 40 per cent was
the basis of the depletion which these wells should be entitleq,
if we were not to have the Treasury of the United States invade
the capital investment.

Mr. HARRELD. Mpr. President, this is purely an economic
question.. The trouble comes from the fact that so few peaple
know anything about the produetion end of the oil business.

Figures were given by the Senator from Pennsylvania awhile
ago which show that there is a great deal more money put into
oil development than is over taken out, and that is an undis-
puted fact. It is a very hazardous business.

In 12918 Congress recognized for the first time the righteons-
ness of allowing to the oll industry thiz so-called discovery
depletion charge. Benators have heard It snid that it was »
war measure, but it came after the war. It was done
because Congress thought by that policy to encourage the pro-
ductlon of oll, to keep production above the polnt of consump
tion, as I said awlhile ago.

Whatever may be said about it, it wounld be disastrouns iv
this country if we did not produce as much oil as we con-
sumed. If there Is a desire to eut dewn the consumption of
oil that iz a different question; but as long as there are no
restrictions on the consumption of oll it §s fundamental that
we must prodoce enough to supply the consuming public with
what it oses, and the moment we fail to do that the law of
supply and demand will naturally increase the price of gasoline
in thiz country. Congress, recogunizing that fuct, recognizing
that it was neceseary to keep production ahead of consumpe
tion, as 1 sald, in 1918 for the first time provided for this dis-
covery depletion.

It is not generally understood, but the producer has his
cholce. He may (ake his depletion on the cost basis or he may
take it on the value of his property at the time fhe discovery
is made, or within 30 days thereafier. A great many of these
returns are made upon the cost basis, and they are not affected
by this law at all.

I repeat, in so far as depletions are claimed by a producer
of oil who pays a big price for his production, this law
does not affect them: It affects only that eluss of producers
who go ont and lease a body of land, payingz a small price
for it, drill a wiideat well, or more than one, bring in oil,
and discover a fleld. In that case, of course, because they
had gotten these lenkes at o small price, when there was no
oll In sight, had gone out and spent $100,000 In putting down
a wildeat well, and had taken the c¢hunee in deolog so, it
would not be right to do otherwize than to give the pros-
pector a depletion allowance as of the value of the property
after the discovery was made.

Congress recognized that. That is the only class of men who
are affected by this discovery depletion, because the other is
based on cost. Just exactly as in the case of a man who
buys an office building and tries to deduct depletlon allow-
ance, basged on the cost of the value of that property, just so
A man in the oll business bases his depletion on the cost.
But It applles only to that class of fellows who go out and
take the hazards of wildeatting and Lringimg In wells nnder
those cirenmstances, Congress, I think, rightfully recogulzed
that they were entitled to this relief.

Mr., KING., Mr. Preslident

The PRESIDING OFFICER (Mr. LA Voirerrs in the chair).
Does the Senator from Oklanhoma yield te the Senator from
Utah?

Mr. HARRELD. I yleld.

Mr. KING. Does not the Senator know that the nnmber
of wildeatters, to use his expression, who have had the
advantage of the discovery dopletion, 18 Inconsiderable, meas-
ured by the naomber who have been advantuged by it? 1Is it
not a faect, in other words, that it is the Standard Ofl, and
the Bhell, and the Union, and the other big corporations, nlmost
exclusively, who get the bhenefit of the discovery, and a
wildeatter does not et the disecovery depletable value? 1f he
gets anything for his risks and bazards, it is in the enhanced
sile price he receives soon after the dizcovery, is it not?

Mr. HARRELD, I will answer that by saying that the
nsunl eourse in the oil fleld is that thie independent man goes
ont and doos the wildeatting, and afterwards, when he has
bronght his production up to a point which justifies it, he
perhaps gells ont to the Standard abd gets thls velief. The
Standard generally uses the cost price, because they have
bought after the oil hitg been discovered and after the values
have been determined. The Standurd generally uses the cost
priee far its depletion. ;

Mr. KING. The cost price, er the discovery depletnive,
whichever they prefer, and they get such a large discovery de-
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pletable value that it Is greater than the cost price, and t.hzz
get that anugmented credif or deduction from the taxes whi
they pay.

Mr. HARRELD. It may work that way sometimes, and I am
not suying that it does not, but that does not justify repealing
absclutely this provision of law.

Mr. KING. Is the Senator in favor of the amendment which
hag been offered by the committee?

Mr. HARRELD, I am in favor of the amendment, except
that 1 think the percentage ouglt to be higher, and I am com-
ing to that In a moment,

Mr, KING. Does not the Benator know that the common
practice of the oil companies is to deduct development costs
from income as current expense, and that this wounld permit
that to be done, in addition to obtaining the credit for the 25

er cenl?

: Mr. HARRELD. Of course they deduct as expenses every-
thing in the way-of cost that takes place after they aequire the
property, but that has nothing to do with the cost value in the
first instance or the appraised value of the property 30 days
after a well is brought in. That has nothing to do with it
That refers to additional costs which come along in the way of
development afterwards, just as if, when the Benator buys a
mill, he would take off his expense after he bought it. That is
just exactly what the oll producers do.

In order that we may understand the real purpose of this
law, I want to read a quotation from a man who is president
of the Mid-Continent Oil and Gas Association, which association
is made up of both the Standard and independents. This
man ig an authority on these guestions. I guote Judge Wil-
liam N. Davis, president of the Mid-Continent Oil and Gas
Association :

Apparently the eriticlem of the so-called discovery depletion gection
ig based entirely on the assumption that the allowance was given in
the first Instance only as a sort of subsidy or bonus to encourage the
wildeatters, to stimulate activity and the discovery of oll for war pur-
poses, but the real reason for the allowance was economle and had no
relation to the war supply of oil

This economie reason is found In the character of oil production.
An ol well is no sooner completed than its rapld decline begins. The
game is troe of ofl pools and of the total production of the United
States. Maintenance of the necessary production of ofl Is secured only
by drilling every year a vast number of wells. The following statemcnt
15 justified by the closely uniform experience of past years: The snms
of money Involved have been greatly increased by the ever-increasiog
depth to which It Is necessary to drill,

The record for 1025 will show drilled In the United Btates to maln-
taln production some 25,000 wells, at a cost of from $800,000,000 to
perhiaps more than a billlon dollars. Of thig number between 25 and 30
per eent will be dry holes, Another 5 to 10 per cent will be go small
us to be almost equivalent to dry holes, and another one-third of the
whole number will have Initial production of less than 25 barrels a day
to the well, A large portion of these will mot return the investment
with interest during thelr lifetime, Thus the profits from the produc-
ing branch of the oil industry must come from about one-third of the
wells drilled.

Obvriously the ofl producer, whether an individual or a corporation,
must set aside, from the lncome derived from profitable wells, a reserve
for replacement of the oil produced, in an amount adequate to cover mil
of the contingencies of this hazardous and uncertnin business, It would
not be suflicient when producing cheap oll from a rich and prolific
property to set aside for replacement no more than the cost of that ofl
Buch procedure, followed by the distribution in dividends of the remaln-
der of the Income, would lead to bankruptey or rapid liguldation of the
business, .

It may be reasonably assumed that the cost of replacement will
approximate the avernge cost of the discovery and development of a
like amount of oil in the ground, and a producing company falling to
make the pecessary discoverles is frequently forced, In order to main-
tain Its production, to purchase properties discovered by others, A
replacement or depletlon reserve must therefore be adeguate to meet
that contingency, and it was upon thls ground that in 1919 Congress
authorized the dlscovery value of & property to be the basis for deple-
tion deductions,

Congress should allow oll preducers In computing taxable income the
geam¢ deductions for replacement or depletion reserves that the hawards
and lrregularities of the busliness force lhem to muke in the sound
conduct of their affoirs. They should not be required to pay on income
which is only apparent and which in the maintenance of a continuing
business must be set aside to replace the oll then belng produced,

Mr, President, as I gaid, in 1918 for the first time Congress
recognized this right. Since that time and up until 1924 the
oil companies have been enjoying it. In 1024 the law was
reenacted except that we reduced to 00 per cent the amount

LXVII—238

3767

of depletions that mlﬁht be claimed, instead of allowlng a full
100 per cent. The ouly question, it seems to me, that remaing
la the question of whether or not the new proposal made by
the Benate Finance Committee should be adopted in lieu and
instead of the law that has been in existence since 1918,

I listened to the figures presented by the Benator from Penn-
sylvania [Mr, Iieen] a while ago. It will be remembered that
he took 5O companies, none of whom dealt in the products of
oil, but dealt ouly in the production of oil. The figures showed
that depletions were allowed which equals 82 per cent of the
gross income received from oil in 1018; that depletions were
allowed which equals 41.75 per eent of gross income in 1918;
that depletions were allowed In 1920 which, if based on gross
income, amounted to 87 per cent; that depletions were allowed
in 1921 which, If based on gross income, amounted to 56.20
per cent; that depletions were allowed in 1922 which, if
based on gross income, amounted to 62.30 per cent; and that
those allowed in 1923 based on gross income amounted to 51.85
per cent, I have added those percentages together and, divid-
fng them, get an average percentage of 40.80; yet complaint
is made here because we propose to change the law so as to
allow 25 per cent of the gross income. The very figures cited
by the Senator from Pennsylvania, in charge of the bill, show
that the oil producers of the country have been entitled here-
tofore to an average depletion charge based on gross income
of 40.86 per cent, and yet In the bill it is proposed to reduce
that to 25 per cent.

The only objection I ecan see to the amendment of the com-
mittee as it is now pending is that the rate is not high enongh.
I am informed that the experts of the Treasury Department—
and they will correct me if T am in error—have taken 50 cases
under the act of 1921, and their figures show that the amount
the Government would realize from the income tax on oil
would not be affected in those 50 eases if the rates were raised
to 85 per cent instend of 25 per cent of the gross production.

I think the proposal to change the method of caleulating the
discovery depletion charge is very commendable, is very proper,
and is right. I happen to know what a force of oil engineers
the department has to have to arrive at those values. As I
said, the producer of oil may base his depletion on cost or he
may base it on the appraised value at the time of the diseovery
of the well or within 30 days thereafter, so that the engineers
of the department are compelled to go out under the present
law and make a valuatlon, not as of this date, but a valuation
of the property as of § or 10 years ago or 3 years ago. They
mike a valuation of it as it ought to have been at the time of
the discovery or within 30 days thereof, whenever that may be.
Anyone can sec what a task that is for the Treasury Depart-
ment. It has resulted in the employment of almost an army
of oil engineers. The proposal involved in the Senate commit-
tee amendment does not do away with that. All that a man is
required to do is to report to the department his gross receipts
from oll and take from it a depletion of 25 per cent. The only
objection I can see to that is that I think it is not giving the
producer of oil a sufficiently large percentage. In my judg-
ment, it ought to be 85 per cent, and I may later offer an
amendment to that effeet,

Mr, COUZENS obtained the floor.

Mr. NORRIS. Mr. P'resident, will the Senator from Michi-
gan yleld to me?

The PRESIDING OFFIOER. Does the Senator from Michi-
gan yield to the Benator from Nebraska?

Mr. COUZENS. 1 yield.

Mr. NORRIS. I enggest the absence of a quorum.

The I'RESIDING OFFICER. The absence of a guorum is
suggested. The clerk will eall the roll.

The enrolling clerk called the roll, and the following Secn-
ators answered to their names:

Ashurst Fletcher MeKellar Sheppard
Hayard Frazler MreLean Shipstead
Rleare George McNar Shortridge
Bruatton Gerry Tetea Simmons
Brookhart Gillett 0808 Bmith
Brougsard (ilass Neel Bmoot
Bruce Golr Norria Stephens
Cameron Hale Nye SBwanson
Capper Harreld Oddie Trammell
Copeland Harrls Oyerman Tyson
Conzens Harrlson Pepper Wadsworth
Dale Heflin Phipps Walsh
beneen Howell Pine Warren
Fdge Johnsgon Itansdell Walson
Ernst Jones, Wash, Reed, Mo, Weller
Fernald Kendrick Iteed, Pa, Whealer
Ferris EI nﬁ; Robinson, Ind. Willis
Fess i lollette Backett

The PRESIDING OFFICER. Beventy-one Senators having
answered to their npames, a quorum is present,
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Mr. COUZENS. Mr. President, I ask that the committee
amendment, on page 21, inserting lines 12 to 25, inclusive, and
on page 22, lines 1 to 16, inclusive, be disagreed fo. I would
cut out of the bill all values based on discoveries and leave it 8o
that all depletions will be romputed on the basls of cost., It
seems to me, in view of the discussion that has taken place,
that perhaps the Lest way to point out the desirability of the
amendment is to read at least briefly from the report of the
select committee that investigated the Internal Revenue Bu-
rean. I move to strike ont what the committee propose to insert.

The PRESIDING OFFICER. If the Senator from Michigan
will permit, the Chair will state that the amendment offered
by the Senator from Michigan relates to the proposed com-
mittee amendment, and the object which the amendinent seeks
to accomplish would be accomplished by the rejection of tho
proposed committee amendment.

Mr. SMOOT. That would be the proper procedure.

Mr. COUZENS. That is the correct parliamentary sitnation.

The PRESIDING OFFICER. The question is on agreeing
to the committee amendment as amended.

Mr. COUZENS. On page 17

Mr. NORRIS. Mr. President, before the Senator from Michi-
gan proceeds I shonld like to understand the situation.

The PRESIDING OFFICER. Does the Senator from Michi-
gan yield to the Senator from Nebraska?

Mr, COUZENS. I yield.

Mr. NORRIRIS. 1 should like to understand the situation.
1 understood that the Senator from Michigan has offered an
amendment to the committee amendment.

The PRESIDING OFFICER. 1f the Senator from Michigan
will permit, the Chair will state that the amendment offered
by the Senator from Mlichigan proposes to strike out the com-
mittee amendment as amended, which is printed in Italles,
beginning in line 12, on page 21, and running to line 16, on
mge 22,

: Mr. NORRIS. The amendment offered by the Senator from
Michigan was to sirike out the committee amendment.

Mr. COUZENS., 1 withdraw my amendment, and we can
take a vote directly on the committee amendment. If the com-
mittee amendment shall be rejected, my amendment will then
be offered, beeanse it will then be to strike out the provisions
of the House blll,

Mr. NORRIS. Did the Senator's amendment undertake to
fnsert anything in place of the committee amendment?

Mr. CUMMINS. No.

Mr. NORRIS, It strikes ont the committee amendment?

Mr., COUZENS. What I shall have to do will be to move
to strike out the provisions of the House bill after the com-
mittee amendment shall have been disagreed to, if it shall be
disagreed to.

Mr. President, on page 17 of the report of the committee
which Investigated the Internal Revenue DBureau, under the
head of “Discovery depletion—depletion of discovery value
is an exemption,” it is stated:

The provisions of the Income tax law which permit discovery
value——

Mr. GOFF. Mr. President

The PRESIDING OFFICER. Does the Senator from Mich-
fgan yield to the Senator from West Virginia?

Mr. COUZENS. I do.

Mr. GOFF, Before the Senator from Michigan begins lis
argument, I should like to offer an amendment relating to the
game subject matter concerning that to which the Senator from
Michigan is now addressing himself. I ask that the amend-
ment which I now send to the desk may be read.

The PRESIDING OFFICER. Without objection, the amend-
ment proposed by the Senator from West Virginia will be
stated.

The Cnmey CLERK,
to add:

Provided, however, That when the operating expenses of a property
arc less than 85 per cent of the gross Ilncome from the property dur-
ing the taxable year, the allowance for depletion shall be 85 per cent
of such gross income; and when the operating expenses of a property
ure less than 26 per cent of such gross Income, the allowance for de-
pletion shall be 40 per cent of such gross income. Such allowance
shall vot exceed 5O per cent of the net incowne of the taxpayer (com-
puted without ailowsnco for depletion) from the property, except that
fn no case shall the depletion allowanes be less than It would be If
computed without reference to this paragraph.

Mr. COUZENS,
report of the committee
Revenue DBureau:

On page 22, after line 16, it is proposed

Mr. President, 1 continne to read from tha
which investignted the Internal
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The provisions of the fncome tax law which permit discovery value
to be depleted grant an exemption to those engaged in the mining and
oil industry mot granted to or enjoyed by other taxpayers,

The 1913 act and all subsequent income tax laws havo treated all
inerement in the value of caplital investments over cost which has ac-
crued since March 1, 1813, as income which becomes taxable when
reallzed by the sale of the property.

That is true when it comes to the sale of the property, but
when operated it is exempted under discovery depletlon.

1 shall skip over a portion of the statement, so as not to
delay the Senate, and furn to page 18 of the report, which
deals peculiarly with oil, becanse that secms to be the most
discussed matter, although what I propose Is applicable to
mines and minerals of all kinds Just as well as to oil, but the
difficulty involved in the case of coal aud other minerals Is
not so great as it is in the case of oil.

It may be said that the discoverer of oil or minerals assumes a
great risk In drilling or prospecting in an unkoown ‘field. In the
first pluce, attention 18 called to the fact that discovery depletion Is
allowed to the lessor, who sits idly by and risks notllng that is not
risked by every Investor In real estate. In the second place, we
will show that the greater part of the allowances for discovery
depletlon are made to those who drill in proven ground, where the
finding of oll Is practleally certain. Furthermore, every investor
in speculative stocks, pnﬂlculﬂrly those who invest in new enter-
prises, organized to manufacture new Inventlons, assume great risks
of loss. Except In the case of mines and oll and gas wells, no Iln-
vestor is permitted to set up the value of his business, after ils suc-
ceas hns been demonstrated, as a deduetion from the profit to be
derived from that business for the purpose of determining his net
taxable Income. Discovery depletion 18 not a deduction permitted
for the purpose of arriving at the net income derlved from mibes
and oil and gas wells. It {8 clearly an exemption from taxation on net
ineome and as such is & discrimination against every other taxpayer
and every other industry.

PISCOVERY DEPLETION, $300,000,000 PER YBAR ON OIL

No statistics of the amount of discovery depletion allowed as de-
ductlons from taxable income have been complled by the Bureau of
Internal Revenue, Mr, Albert H. Fay, former chief of the natural
resources dlvision of the Income Tax Unit, estimates that the de-
duections allowed to ofl producers alone for discovery depletion amount
to approximately $300,000,000 per year., As practically all of this
depletion is allowed to corporatlons, which are now taxed at the rate
of 1214 per ecent, the tax exemption enjoyed by taxpayers in thia
one industry ls approximately $37,500,000 per year.

That appears on page 1874 of the testimony before the com-
mittee.

As these estimates were presented to the committee on February
10, 1023, and no exceptlon has ever been taken to them by the burean,
we feel safe In assuming them to be fairly accurate.

It is obvious that during the high tax years this exemption was
worth several hundred millions of dollars to the oll industry. This
fuct s shewn by the allowances made to the Gulf Oll Corporation,

The Gulf Ol Corporation and subsldiarvies were allowed depletion
dednetions, based on cost and 1913 values, for the three years 19017,
1918, and 1910, amounting to $11,517,427.42, Tlese companies were
allowed discovery-depletion deductions for 1918 and 1819 alone
amounting to $20.996,496.33. Thus It appears that In thiz casa the
income exempted from tax, by reason of discovery deplotion, in the
two years 1018 and 1619 alone was vearly twice the capital depleted
during the three years 1017, 1918, and 1919, and that the Incoma
exempted would lave been taxed at m very much higher rate, had it
been taxabla, than the rate which wag applied te taxable lncome.
The discovery depletion allowed the Gulf Oil Corporation for 1018
and 1019 reduced its taxes for those years by §3,802,517.95.

T submit, Mr. President, that that is not a “ wildeat organi-
zation ™ ; that is not the producer for whom the Senator from
Oklahoma is pleading. That corporation, as will be proved
later on, as well &8 most of the corporations that get the advan-
tage of this provision, could well pay not only the excess-
profils tax but eould contlnue to pay the 123 per ecent tax on
their profits the same as every other corporation.

If this provision shall be entirely removed from the act it
will mean nothing like we are told it will mean by the Senator
from Oklahoma and the Senator from West Virginia in its
effect upon the industry, because if the companies engaged in
the Industry make no profit they pay no tax, and if they make a
profit they only pay 1234 per cent. So I submit that the entire
repeal means no calamity to the indusiry, but will simplify ad-
ministration and will put the oil industry and the mining
industry on the same basiz as every other industry.

Another ilustration of the offect of discovery depletion 1s found In
the case of the United Verde Extension Mining Co.
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This case is referred fo on pages 3406 to 3411 of the testi-
mony before the committee:

The 1913 walue of the property of this company was determined to
be §625,000, which was also the par vulue of the outstanding capital
stock of the compuny, But for the discovery clause in the law,
§320,000 would hnve been the amount this company would have been
itted to deduct from income sis depletion during the life of its
property.

In 1915 the eompany discovered an immensely rich deposit of ore.
As a vesult of the allowance of discovery value the amount to be
depleted was inercased to §30,852,370. Thus during 19156 there was
an inerenge fn the walue of the property of this compnny -of $380,-
127,370 which will be realized In the form of operating profits during
the lfe of the property, but which will be exempt from tax as dis-
covery dopletion,

I1i the Tezias Gulf Bulphur Co, ense a discovery value for depletion
purposea of $A8,020,000 was allowed on a properiy which bhad been
purchased by the company for $250,000.

It seems to me, Mr. President, that those are outstanding
examples not only of the stupidity of Congress in the past but
of the continued stupidity of keeping the provision in the law
when the conditions are kuown. :

LIMITATIONS OF AMOUNT OF DISCOVERY DEPLETION DEDUCY¥IELE

The provisiom for the de¢pletion of dilscovery value was first In-
gerted In the Inw In 10918. The 1018 act did not limit the discovery
depletion allowable, 1t was found that In some instunces the allow-
ance exceeded the operating profit from the property, and the loss
thus created wis deducted from the income from other sources or
carried forward as n deduction from the npet tnxable income of the
succeeding year,

Just imagine that sitnation! No matter how much profit
was made, the fletitious value created by discovery valuation
not only wiped out all the profit of the concern and obviated
the payment of any tax whatsoever, but the amount by which
discovery value exceeded the profits of the corporation was car-
rled over into succeeding years to be deducted again from
profits and from taxation.

Mr. SMOOT. That could not possibly happen under the pro-
vigions of the pending bill.

Mr. COUZENS, I understand that, but I am showing the
ahsurdity of the whole——

Mr. SMOOT. Of the original law.

Mr. COUZENS. I am showing the absurdity of the whole
question of allowing depletion on an estimated value. 'The only
gound vilue on which depletion can be allowed ig the cost of
the property to the taxpayer.

To meet this situstion the 1021 act provided that the dlscovery
depletion nllowable as a deduoctlon shall not exceed the net income—

Now, remember, after this had been going on for some years,
they discovered that they were giving the oil and the mining
industries toco much; so they sald:

You can not dedoct any more than 100 per cent of your profits and
eaITy over any excess Lo the following yeur; go we will exempt yon
from all taxation, bul we wlll not let you take off for one year n
the following year,

Mr. PINK. Mr. President:

The PRESIDING OFFICER. Does the Henator from AMichi-
gan yield to the Benator from Oklahoma?

Mr. COUZENS, 1 yield.

Mr. PINIY. Does the Benator mean to say that they carried
over depletion from oue year into another year?

Mr. COUZENS. I de.

Mr. PINE. Was that done?

Mr, COUZENS. Yes, gir; and it was permitted by law up to
1921.

Mr. PINE. I deny that it was done.

Mr, COUZENS. The Seuntor, then, questions the veracity of
my statement?

Mr. PINE. I do not guestion the Senator’'s veracity. I deny
that it is a fact.

Mr. COUZENS. I state that it is a fact, and that we ob-
tained it from the investigation of the Internal Revenue Bu-
rean; and I'defy the Senator to prove that it Is not true. Ie
has not a scintillan of evidence to prove that that did not
happen in the oil industry.

Mr. PINE. I do not have to prove that it did not happen.
I ask the Senator to prove that it did happen.

Mr., COUZENS. I am proving it. If the Scnator will sit
down and wait long enough, 1 will prove that it did happen.

Mr. PINE. How can you deplete an income more than 100
per cent?

Mr, KING. That was done,
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Mr, COUZENS. That was done, because it was carried over
until the following year.

Mr, PINHK. That statement I deny.

Mr. COUZENS. I think the Senator is entirely out of
order. He submits no proof and practically states that this
report that is signed by three Senators, a majority of the
committee, is telling an untruth.

Mr. PINH. I have been in the oil business all of this
time——

The PRESIDING OFFICER. Does the Senator from Michi-
gan yield to the Senator from Oklahoma?

Mr. COUZENS, I do not think I ought to yield to a man
who impugns the reputation or the charaeter of a committee
that has made a thorough investigation, and who is so fgnorant
that he has never even been through the bureau to know
anything about it.

The PRESIDING OFFICER. The Benator declines to yieldl.

Mr. PINH. Mr, President

Mr. COUZENS. I decline to yield.

Mr. HARRELD. Mr. President——

Mr, COUZENS. 1 decline to yield.

Mr. HARRELD. Doces the Senator decline to yield to me?

Mr. COUZENS. 1 decline to yield.

Mr. HARRELD. All right. I simply wanted to explain that.

Mr. NEELY. Mpr. President, I call the Senator from Michi-
gan to order for charging the Senator from Oklahoma [Mr.
I'ne] with being ignorant.

The PRESIDING OFFICER. The Senator from Michigan
will take his geat, and the reporter will read what was =ald.

The reporier read as follows:

Alr. Pixg, Mr. President——

The Presipixeg Ovricer. Does the Senator from Michigan yleld to
the Renator from Oklahoma?

Mr. Covzexs, 1 yield.

Mr., Pixg. Does the Benntor mean to say that they earried over
depletion from one year into another year?

Mr, Couzexs. 1 do.

Mpr, Pixg, Was that done?

Mr, Couvzgxs, Yes, sir; and it was permitted by law up to 1021,

Mr. 1R, 1 deny that it was done,

Mr. Covzeys. The Senntor, then, questions the veracity of my
statement?

Mr, Pixg. I do not question the Benator's veracity. 1 deny that
it is a fact.

Mr. WILLIS. Mr. President, I move that the Senator from
Michigan be permitted to proceed in order.

Mr. NORRIS. It has not been deeided yet that he was out
of order.

Mr. BMOOT. Let the rest of the statement be read.

Mr. NORRIS. I submit that it has not been decided yet
that the Senator from Michigan is out of order.

Mr. KING. Mr., President, I ask to have rend what the
Senator from Oklahoma said.

The PRESIDING OFFICER. The reporter will read the
entire colloguy.

The reporter read as follows:

Mr, I'txg, Mr. I'resident——

The Presipixg OrFrFicer, Does the Senator fromm Miehigan yield to
ihe Benator from Oklahoma?

AMr, Couzexs., [ oyield.

Mr. Iixe, Does the Senator mean to say that they carrled over
depletion from one year into another year?

Mr. Conzexs. 1 do.

Alr, PiNE, Was that done?

Mr. Couzexs., Yes, sir; and It was permitted by law up to 1921,

Mr. Pixg, I deny that it was done.

Mr. Covznxs. The Scnator, then, guestions the veracity of my
statement ¥

Mr. I''sg. I do not question the Benator's veraclty, 1 deny that
it is a fact.

Mr. Covzexs. 1 state that it Is a fact and that we obtalned It from
the investigation of the Internal Rovenue Bureaun; and I defy the
Benator to prove that it Is not true. He has not a scintilla of evidence
to prove that that did not happen In the ofl industry.

Mr. Pixe. ! do not have to prove that 1t did not happen. 1 ask
the Senntor to prove that It did happen.

Mr. CouzeNg. I am proving It. If the Senator will sit down and
wait long enengh, 1 will prove that it did happen.

Mr. Pine. How can you deplete an income more than 100 per cent?

Mr. KiNa. That was done.

Mr. Covzexs. That was done because it was carrled over ontll the
following year.

Mr, Ping, That statement 1 deny.
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Mr. Covzexs. I think the Henator is entirely out of order. He sub-
mits ne proof and practicully stutes that this report that i gigned by
three Senalors, n majority of the committee, Is telling an untruth.

Mr, Pixg. I have been In the oll business all of this tlme——

The Presipixa Orwvicen, Does the Senator from Michigan yleld to
the Benater from Oklahoma?

Mr. CovzExs. I do not think I ought to yleld to a man who im-
pugus the reputation or the character of a committee that has made
a thorough Investigation, and who I8 so ignorant that he has never
even been through the bureau to know anythlng about it.

The 'upsiiNG Ovvicenr, The Senator declines to. yield,

Mr, 'ixe, Mr. President——

Mr, Covzexs. 1 decline to yield,

Mr, Hanperp. Mr. President

Mr, Covzexe. 1 deeline to yield.

Mr., Hanueno, Does the Scenator decline to yleld to me?

Mr. CouvzExs, I decline to yicld.

Mr. Hineertp, All right, I simply wanted to explain that.

Mr. WILLIS. Mr, President, before the Chair rules on that
point, 1 submit that a careful conszideration of what was
satil——

The PRESIDING OFFICER. The presem occupant of the
chair will state that from the reading of the rule it is im-
possible for him to determine whether or not the Chalr is
called upon to rule as to whether the point of order is well
taken,

Paragraph 4 of Rule XIX rends:

1t any Se¢oator, in speaking or oltherwisge, transgress the rules of the
Benste, the Preslding Oflcer shall, or any Benator may, call him to
order ; and when a Senator shall be ealled to order he shall sit down
and nat proceed without lenve of the Senate, whick, I granted, shall
be upon motion that he be allowed to proceed In order, which motlon
shiall Le determined without debate.

Mr. WILLIS. T now renew my motion, Mr, President, that
the Senator from Michigan be permitted to proceed in order.

The PREJSIDING OFFICER. -The question is on the motion
of thie Senator from Ohio.

The motion was agreed to.

The PRESIDING OFFICER. The Senator from Michigan.

Mr. COUZENS. Mr. President, I am not a parliamentarian,
but 1 should like to find out if there was any decision reiched
as to whether I was out of order. The Senator from West Vir-
ginia [Mr. Negry] submitted to the Chair the point that I
was out of order.

Mr. NEELY. Mr. President——

The PRESIDING OFFICER. If the Scnator from Michi-
gan will permit, the Chair will state that the Senator from
West Virginia stated his motion in such a manner as to
invoke paragraph 4 of Rule XIX, which gives the Chair no
opportunity to rule on the question. The rule is mandatory,
and the present oceupant of the chair will state that he com-
plied with that provision. As far as the present occupant
of the chair—who also is not a parliamentarian—is concerned,
the Chair has no authority or province to rule under para-
graph 4 when it is invoked by any Senator. It then becomes
mandatory on the part of the Chair to enforce that section
of the rule, snd no diseretionary power Is given to the Chair
under the rule to decide as to whether or not the point of
order is well taken.

Mr., SMITIH. Mr. President, does not the rule say, just
preceding that paragraph, that the Chair may, upon his own
motion or upon the motion of a Senator, call a Benator to
order when he has done certain definite, specific things? That
is the point the Senator from Michigan is raising. What
thing has he done that wonld cause either the Chair or a
Sengator to invoke the rule?

Mr. NEELY. Mr. President, I made the point of order
and shonld lke to answer the question.

The PRESIDING OFFICER. The present occupant of the
chair will state that he will be glad to be advised by Senators
older in service here than himself as to the parllamentary
sitnation which exists.

Mr. NEELY. With the permission of the Senate, I read from
Rule XIX, paragraph 4:

If any Senator, in spoaking or otherwlse, transgresses the rules of
the Senate——

Mr. BLEASE. Mr. President, I rise to a point of order.

The PRESIDING OFFICER. The Senator will state it.

Mr. BLEASE, The Chair has ruled on the proposition, and
the Senate has unanimously agreed that the Senator from
Michigan may proceed, and he has the floor.

The PRESIDING OFFICER. There is no question abont
that ; but the Senator from Michigan raised this point himself,
after he received the floor under the rule,
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Mr. BLEASE. I submit that he has not any right to raise
that guestion. The Senate has given him permission to pro-
ceed, and he has floor,

Mr. NBELY. Mr. President——

The PRESIDING OFFICER. Does the Senator from Michi-
gan yield to the Senator from West Virginia?

Mr. COUZENS. 1 do,

Mr. NEELY. With the understanding that I have the floor,
Mr. President

The PRESIDING OFFICER. No; the present occupant of
the chalir will state that the Senator from Michigen has the
floor. He has ylelded to the Senator from West Virginia,

Mr. NEELY., Mr. President, I understand that the Senator
from Michigan has yiclded to me.

The PRESIDING OFFICER. He has yiclded to the Senator,
but he has not yiclded the floor.

Mr. COUZENS. That is true. I have not yielded the floor,
but I have ylelded to the Senator to ask a question.

Mr. NEELY., I do not want the floor. I want the Senator
to permit me to proceed——

The PRESIDING OFFICEIL. e has done 80.

My, NEELY. Until I can read the rule and make my com-
ment on it

Paragraph 4 of Rule XIX provides:

If any Senator, In speaking or otherwlse, transgresa the rules of the
Benate, the Presiding OMeer shall, or any Senstor may, call bim to
order; and when a Senator shall be called to order he shall slb down,
and not proceed without leave of the Benate,

I submit, Mr. President, that it is a violation, at least of the
unwritten law of this body, for one Senator to call anothor
Senator an ignoramus. It is not in keeping with the dignity of
a United States Scnator to do smch a thing, and I protest
agninst it

Mr, KING. Mr, President, will the Senator yield?

Mr. COUZENS. 1 yleld.

Mr. KING. While I think the Senator from West Virginia
was metienlous—I say that not by way of crlticism—in invok-
ing the rule, he could, T think, with far greater propriety have
invoked the rule against the Senator from Oklahoma, Decause
it seems to me that a proper interpretation of his statement
was a challenge to the veracity of the Senator from Michigan.

Mr. HARRELD. Mpy. President

Mr. NEELY. Mr. President

The PRESIDING OFFICER. Does the Senator from Michi-
gan yleld; and if so, to whom?

Mr, COUZENS. I yield to the Senator from West Virginia,

Mr. NEELY, I wish to say that I did not hear the first part
of the colloquy., 1 came from the anteroom, and just as I
entered the Senate Chamber I heard the distingnished Senator
from Michigan say what I have stated, and what I do not
think he would have said if he had not been peeved. I, of
course, did not hear the remarks that were made before I
entered the Chamber.

Mr. HARRELD. Mr., President——

The PRESIDING OFFICER. Does the SBenator from Michi-
gan yield to the senior Senator from Oklahoma?

Mr. COUUZENS. I do.

Mr. HARRELD. I do not think the Senator from Utah
is justified in making the statement that my colleague had
said anything which reflected at all upon the Senator from
Michigan. Ie was taking issue with the statement of fact
which is contained in the report of the committee. He did
say that he did not believe that that report stated the fact.
I think he was within his rights when he made that state-
ment; but, if the Chair will go to the trouble of having the
proceedings read again he will find that my colleague sald not
a thing which reflected upon the Senator from Michigan,
although the Senator from Michigan might have understood
it in that way; and perhaps that is the cause of the whole
trouble., He may have interpreted it in that way, but 1 think
that it is a tempest in a teapot; and I think the Senator from
Michigan should go on with his speech, and let that end it.

Mr. COUZENS. Mr. President:

The PRESIDING OFFICER. The Senator from Michigan.

Mr, COUZENS. I submit that It is not quite so simple as
that. This report was signed by the senior Renator from New
Mexico [Mr, Joxes], the junior Senator from Utah [Mr. Kina}
and myself—a signed statement, which was being read to the
Senate—and I yielded to the junior Senator from Oklahoma,
and during the discussion he denicd as not true a statement
that we had signed. I do not know whether the Senate thinks
it is worse to call a Senator a liar or to call him ignorant. It
scems, from the way the rule was Invoked, as thongh it is
less reprehensible to call @ man a liar than it is to call him
ignorant,
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Mr. BLITDASTE, Mr. President, I rise to a point of order,

Thae PRESIDING OFFICER., The Senator from South
Caroling will state it.

Mr. BLEASE. The Senate gave the Senator from Michigan
permission to go on with his speech, presuming that the other
incident had been dropped. I submift that the Senator from
Michigan shonld go on with hig speech, and let the personal

muatter rest. There is another place where they ean settle that.

[Lanzhter.]

The PRESIDING OFFICER. The Renate will be in order.
The Senator from Micligan will suspend until the SBenate is
in order. [A pause,] The Senator from Mlichigan.

Mr. COTUZENS. Mr. President, in answer to the junior Sen-
ator from Oklahoma, I will state that I kave had Mr. Manson
conferred with, and he specifically says that the deductions for
depletion taken from an Oklahoma field conld be deducted
from the profits on a Texas production in the following year's
return.

Mr. HARRELD. Mr. President

The PRESIDING OFFICER. Does the S8enator from Michl-
gan yield to the Senator from Oklahoma?

Mr. COUZENS. 1 think I had better not enter into any
more controversies with the Benators from Oklahoma.

Mr. HARRELD. T do not mean to get into 8 controversy.

The PRESIDING OFFICER. The Senator declines to yield.

Mr. HARRELD. I do not mean to be controversial. I do
not do that kind of thing.

The PRESIDING OFFICER. The Senator declines to yield,

Mr. COUZENS (reading)—

The provision for the depletion of discovery value was first Inscrted
In the lew in 1918, The 1018 act did not Umit the discovery depletion
allowable. It was found that in some Instances the allowance ex-
ceeded the operating profit from the property, and the loss thus created
was deducted from the Income from other sources or carried forward
ag A deduction from the net taxable income of the succseding year. To
meet this situsation the 1821 act provided that the discovery depletlon
allowable as @ deduction sball not exceed the net income, computed
without allowance for depletion, from the property on which discovery
is made.

In other words, it was obvious to the Congress that they
were taking more than 100 per cent, and the losses created
thereby carried it over to the next year, because the Congress
themselyes corrected it, and said by statute that one could not
take off more than 100 per cent of his profit.

The 1624 sect further lmited the discovery depletion allowable to
G0 per cent of the net income.

In 1924 Congress observed that this depletion discovery value
was g0 nbesurd that they cut it by 50 per cent in 1924. So
that it must be obvious to anyone that the act of 1918 was
absurd, that the act of 1021 was less absurd, and that by 1024
the act had to be worded so as to reduce the depletion by 50
per cent,

An examination of the hearings before the Ways and Means Com-
mittee of the House and before the Finance Committee of the Renate,
when the 1018 act wes nnder consideration by these committees, shows
that the purpose of the provigion for discovery depletion was to
gfimulete wildeatting or prospecting for the oil and mipernls then
needed to earry on the war.

That was the prefext that was presented to both committees
of Congress in 1918 when the war was on.

Mr. HARRELI). Mr. President

Mr. COTUZENS, That was the argument that was advanced
as fo the reguest for allowing a discovery value, rather than
4 cost value,

The PRESIDING OFFICER. Does the Senator from Michi-
gan yield to the Senator from Oklaboma?

Mr. COUZENS (reading)—

The ofl Indnstry, through the representatives of its various associa-
tlons of operators

Mr. HARRELD, Mr, President:
Mr. COUZENS (continuing)—

represented to the committees of Congress that the country was then
consuming oil in excess of productign at tle rate of 60,000 Larrels a
day.

The PRESIDING OFFICER. The Senator from Michigan
dleclines to yiehd.

Mr., COUZENS. That was in 1018, The consumption was In
exvess of the totil produetion by 60,000 barrels a day., So, be-
couse production wus much less than the consumption, they
appealed to Conpgress to enconrage wildeatting, and for the pur-
pose of enconrncing wildentting Congress granted them this
discovery volue for depleting purposes,
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The oil industry repregented to, Congress that the proepecting for
new oll flelds was mostly done by small indlvidunls or concerns. When
thege prospectors or wildeatters struck oll they sold out and moved on
to new undeveloped terrltory. Sometimes, for years, the wildcatter
haad no fneome from which to deduet his lnsses aod expensces, and when
he aid find oll or mineral the tax rate was g0 high as to prevent him
from even recouplng the losses of former years. It was represented
that relief from this sltuatlon was necessary to enconrnge that pros-
pecting or wildeatting which was so essential to increase or even main-
taln the gupply essential for the prosecntion of the war (1865-06),

It was to meet thle situation that the discovery provisiopn was put
into the 1018 act.

I submit, My, President, that the two purposes for which this
was put in the act have entirely disappeared. For one thing,
the wir is over and the development of oil for the prosecution
of the war is not necessary ; secondly, the supply is ample for
the consumption. Therefore the bases of the two argumenis
used by the industry have disappeared.

The situation Intended to be met by the discovery provision hag so
changed that every reason advanced for its ennctment hns disappearod.

Exeept in the case of lessors, who spend pothing and risk nothing
for the discovery of oll, practically all discovery depletion is allowed
to corporations. The corporstion tax hag been reduced to 1274 per
cent, and no rengon ls appmrent why any corporation engaged in the
operation of oll wells or mines should not pay a 1234 per cenf tax
on the profits it derives from the discovery of oll or mincral on its
property.

An inventor may spend years of time developing an invention from
which bLe may derive Immense profits. During the time he Is por-
fecting his Inventlon the Inventor, like the wildcatter, may spenid
much time and money and have no income from which he can doednct
his expenscs. ‘The manufacturer of a new article may suffer losscs
over a long period pending the perfection of his manufacturing
processes and the development of his market, Nelther such inventor
nor such manufacturer s permitted by the inecome tax law to
capltalize the prospective profits to be derived from an invention
or business developed since March 1, 1013, and deduct thelr present
value from future net Income for the purposes of taxation. There fs,
however, no difference In prineiple between the cascs above stated and
that of the prospector for oll or mineral,

Risk Is an ioncident of profit in any busluess, and, as a rule, the
greater the profit the greater the risk which s assumed. The fonda-
mental principle of the whole Income tax law s that net profit, ** from
whatever source derived,” shall be taxed. The only exemptions from
this rule are the discovery depletion allowed to oil-well and mine
operators and the income derived from tax-exempt securities.

The war emergency, arising out of the consumption of 60,000 barrcls
of oll per day In excess of prodoction, which was pressed as a reason
for the enactment of the discovery clause, has nlso passed. The pro-
duction of oil now exceeds the demand. The present problem is how
to conserve this natural resource.

The President now has a conservation committee in Wash-
ington setting about to find ways and means for consgerving
onr natural resources,

LARGE OFERATING COMPANIES, NOT SMALL WILDCATTERS, BENEFICIANIES
OF MSCOVERY EXEMPTION

Attention has alresdy been called to the fact that the prospector
who discovers new deposits of oll and mineral was represcoled to the
commiltee of Congress as an itinerant adyventurer, who when he dis-
covered an oll well or mine sold out and moved on to mew fclds
(1863). Attention has also been called to the faet that discovery
value Is not an allowable dedoction from the profits arising out of
the sale of an oll well or mine, but is deductible only from the
Income arising out of the operation of a well or mine, It thos
appearda that the very class for whose relief this exemption was pro-
yvided can not get the benclit of it, and the exemption cin not accom-
plish its porpose of stimulating activity by this class,

That the wildcatter;, who dlscovers new oll pools, bag not been the
real beneflclary of this ecxemption 18 shown by figurcs prepared by
the oll and gas section of the Income Tax Unit and supplicd to the
committes (1860).

These fignres show that out of 13,671 cascs in which discovery
depletion wus claimed only 33 were actonl discoverers of mew oil
deposits.

In only 35 out of 85,671 cases were they the real discoverers
of oil,

Of these 13,671 enses discovery depletion had been allowed Iu 84050
cases and 5,221 cnses had not been reached for consideration by the
oll and gag gection.

Another examlination of 200 cases made by the oll and gas gection
showed that 37.0 per cont of the amount of discovery value allowed
for depletlon was allowed on unproven ground and B2.5 per cent to
those who brought In wells in proven flelds,
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In other words, this whole act preduces a result which gave
only 7% per cent of the discovery depletion to real discovery
wealth.

Thesa latter cases also showed that 86.8 per cent of the dlscovery
values involved In them were allowed to small operators and 63.7 per
cont was allowed 1o large operators. A note upou the table showing
theso figures, made by the engineer of the oll and gns section who made
the investigution, states that ““The very close unifermity in the per-
centages allowed small operators probably reflects congistent practice in
the oll and gns section and also the unvarylng opcration of ecunomic
laws.” He also states that the wvery close approalmation of the per-
centage allowed wildeatters and those allowed smell operators * prob-
abiy indicates nothing mwore than that taking & large number of cuses
the orlginal wildeatter is generally a small operato.’”

In considoring the percentages shown for these 200 cases, it most
be borne In mind that In classifying these eases a wildeatter is con-
sidorad to be one who brings o a weil ontside of a1 100-acre tract
proven by a commercinl well. An oil pool may be, and usually Is,
Inrge enough to comtain many tlmes 160 geres, The renl wildeatter,
daseribod before the Ways nnd Means Commltice by the representatives
of thi ofl industry, and for whose benelll this clause was enacted, is the
disepverer of & new oll pool or field, The ratio in which he has benefited
1s Indleated by the first figures above quoted, 35 out of 13,671,

ar. oy estimates that approximiitely $10,000,000 out of the §300,-
000,000, or 8% per cont of the annual deductions for discovery deple-
tion, has gone to wildeatters.

That appears In the testimony on page 1874, In other words,
out of $300,000,000 allowed for discovery depletion, $10,000,000
goes to the Individuals whom Congress Intendsd should have it
when they passed the act.

Mr. SHORTRIDGE. Mr. President

The VICHE PRESIDENT. Does the Senator from Michigan
yield to the Senator from California?

Mr. COUZENS, I yield.

Mr. SHORTRIDGE. The facts as recited go rather to a
eriticism of the administration of the law, do they nol, thau
to the true intent and purpose of the law?

Mr. COUZENS. I think not, because it 15 a difficalt prob-
lem : and that is a long story, which appears in the testimony.
1 do not think the commlittee found so mmch fanlt with the in-
terpretation of the law as it did with the lack of uniformity
In its application. There was a lnck of unlformity in its
application, -

Mr. President, much Lhas been sald abont what this 25 per
cent which is provided in the Finance Committee’s amendment
to this provisiom means.

After this amemliment was first suggested in the Finance
Comniittee by the senior Senator from Kan=as [Mr. Corris],
the members of the investignting committee were asked,
throngh Mr. Manson and myself, to ascertain what this would
really mean, as far as they could. The conclusions reached,
which are substantiated somewhat by these figures which I
am now reading, were that a 235 per cent allowance on gross in-
comes meant in practice an allowauce of 30 per cent on net
incomes in all cases,

In other words, In some cases it might exceed the 50 per
cent, but according to the statute the 50 per cent was the limit,
and in no case could we find where it wonld be less (han 50O
per cent, so that In effect we might as well say that the dis-
covery value allowed meant a reduction of 50 per cent of the
net income in all cazes. For example, we took 100 companies
who reported in 1918, I mizht say that the bureaun said some
of the companies we took were not simply producing companies,
bat that we inciuded in the list some refining companies. We
do not know whether that is true or not, but if it is so the
error is euntirely upon the bureau, because we took the com-
panies that they used In arrviving at the average per cent paid
in excess profits under what were ealled special assessments.

In other words, instead of having to take the whole 80 per
cent of (he maxinum, if there were unusual conditions exist-
ing in a particular taxpayer's system or filnancial struetnre,
then the law permitted him to apply for what was called a
special assessment. He may pick out or the burean may pick
out 5 or 10 competitors and average the percentage the com-
petitors paid. The particaolar taxpayer's percentage may have
been 55 per cent of his profits. His competitor's tax may have
been anywhere froamn 15 to 50 per cent, It was intended by the
law to cover unusual conditions that might exist where a man
in the same industry might Lhave to pay as high as 80 per cent,
while his eompetitor, because of a different financial structure,
might get down as low as 15 or 20 per cent, and that would
create an unfaiv conditlon as between compatitors. Therefore

the Congress provided what was culled a speclal assessment,
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so that when a man thought his ratio was too high he applied
to the bureau fo be assessed under the special assessment
provision. -

Mr. KING, Mr. President, will the Senator yield?

Mr. COUZENS. I yield.

Mr. KING. If I may emphasize the statement made by the
Benator, which was very clear, the depurtment furnished the
100 eompanles as a standard of comparlison and ag a basls for
determining whether any abnormality cxisted which would
call for a speclal assessment and allow greater deductions or
greater benetit; so if they have furnizhed fo the committep
an unfair comparative statement as a basis, obviously they
must bave been unfair in reaching tlie conclusions which they
have reached in settling a number of the cases where it was
alleged that abnormalities existed. The commitltee assumed
that the officials of the department weére fair, and I think they
were fair, and that they adopied a fair basls for compurison,
The 100 companlies which they selected were undoubiedly fairly
seleeted, and therefore the commitiec was entirely justified In
tiaking for their basls of comparison the same compenies which
the deparvitment itself had faken fto determine whethier there
should be specinl assessments or not.

Mr. COUZENS. 1 think that is entirely coriect, because
it In arriving at those ecompnrisons they uscd any company
that was not in an ideatical business, If they used an operator
fnd then used a refluer or sules ageney aud took those for
comparative purposes, it was entirvely -slllm:ul and improper,
Dbecanse the law requires that they take industries in the sume
business. If they were going to arvive at a comparison for
gpecial assessments in a producer's ease; they should use all
producers for obtaining the rate and not confuse it with
refiners,

In the 100 ecases gross Income from production in 1018 was
$256,000,000—I will not read the odd figures. Twenlty-five per
cent of that, which i= what it wounld be under the ponding
blll, was §71.000,000. The net income computed withont allow-
ance for depletion was $76,000,000. IFifty per cent of that,
which was the maximum, was $38,000,000, The depletion al-
lowed by the Income Tax Unit war 318,000.000. The per-
centnge of gross Income allowed as depletion was 6.34 per cent
in those 100 eases, against 25 per eent as proposed in the Ll
The per cent of net ineome computed without allowance for
deplotion was 28.6 por cent, showing the difference between an
allownnee on gross inceme and an allowance on net iucome.
In other words, in those cases the average allowance based on
net income was 345 per cent on the net income and only (.34
on the gross income.

For 1910 we toolk 115 cases with a gross income of H388.-
000,000, 25 per cent of which, ns proposed under the bill, would
be 84,000,000, The Der cont of gross income allowed for deple-
tlon by the buredn was 5.0 per cout, or 30 per cent of the net
income. In 1920 we took 76 companies, with n gross income
of £361,000,000, 24 per cent of which wns 00,000,000, The not
income, computed without allowance for depletion by the
burean, was $20,000,000, The depletion allowed by the Income
Tax Unit was $16,000,000, or 4.5 per cent of the gross income
or 31.5 per cent of the net income.

I ask permission to have the table inserted in the Reconp,
50 a8 not to have to take up the time of the Sennte In rending
the tizures, I have pointed out what I consider the high spots
in the report.

The VIOE PRESIDENT. Without objection, it is 8o ordered.

The table is as follows: :

Comparison of depletion netually allowed ofl componies with dopletion
aliowable under 1026 yeconns WL

[DMaeavery depletion Ineluded In depletion allowed)

1018 109 1020 Total

Nuomber ol companiea,__....._ 100 115 . S
(iroas tncome from tction ($286, 843, 485 (8338, 410, 021 5361, 121, 041 | $086, 404, 147
25 per cont of gross ineoms____ STL, TIABTL | S84, 004, 005 | -390, 250, 200 | $240, €01, 037
Nat incoms (computed with-

out allowance for depletion).| $70, 085, 704 | $00, 431, 720 | $507 505,303 | $203, 012, 733
&0 per cent of net ineorme (com-

puted without allowance for

depletion) maximom deple-

tion allownble under 1924

B, oo ieieaa-a--| FER 40N 852 | £33, 215,863 | $20, 797, 651 | $101, 506, 386
Deplstion allowed by Income

Tax Unit..oooomeoraee—aeo—| KIB, 183,848 | 818, 038, 781 | $16,381, 481 | §53, 520, 060
Por ceot of gross income al-

lowed as depletion. ... ... 6,54 56 4.5 54
Fer cont of net income (cam-

puted withoat allowance for

dopletion) allowed as deple-

on L S e aat .8 8.5 .8 .4
Not Income taged alter do-

ducting deplotion sllowed...| $58, 700,855 | $47, 472, 045 | $48, 213, B72 | $140, 483, 673




1926

Comparison of depletion actually allowed oil companies with depletion
allewable under 1026 revenue bill—Continued #

1918

1918 1920 Total

Net income taxable after de-
ducting depletion according
101626 bill . ___. St

Per cent of increase in deple-
tion allowable under 1926
bill over depletion actually
allowed

Per cent of reduction in net
taxable income when deple-
{.:c;;: is computed under 1626

|

.| §38,462, 852 | $33,215, 863 | $29, 767, 652 | $101, 506, 367

111.6 75.2 BL9 80.6

34.5 30.0 31,5 3.1

Mr. COUZENS. It might be safely said that the attempt of
the Finance Committee to arrive at a percenfage was a very
admirable undertaking, becanse the records of the committee
which investigated the Internal Revenue Bureau pointed out
very clearly the difficulties involved in arriving at a value. It
is obvious that those values had to be arrived at in many cases
years after discovery was made. The law provided that the
value must be fixed as of the time of discovery or within 30
days thereafter, and yet it was years after that time before the
Income Tax Unit reached the point where they could examine
and audit the taxpayer's return. Then they had to go back
and compute the valuation, as to which the taxpayer had the
entire benefit of all the experience that acerued from the date
of diseovery, or 30 days thereafter, up to the time the valua-
tion was actually computed.

If the Senate is determined to allow the oil and mining in-
dustry a discovery value, it is a much better proposition to
allow them a certain per cent of net income, rather than 25
per cent on gross income, because 80 per cent on net income
will be as nearly as possible what the industry has been getting,
according to our experience, rather than the 25 per cent as pro-
vided in the amendment of the committee,

Mr. SMOOT. Mr. President——

The VICE PRESIDENT. Does the Senator from Michigan
yield to the Senator from Utah?

Mr, COUZENS. I yield.

Mr. SMOOT. When the question was first bronght to the
attention of the committee I spent considerable time trying to
arrive at a figcure that would be just to the Government and
just to the miner. In consultation with the miners they in-
sisted that they should have 40 per cent and that nothing short
of 40 per cent would answer. Later there was a representative
of the Kansas oil people particularly who so insisted.

The decision by the representatives of the ofl people was that
35 per cent was absolutely necessary. Buf taking into con-
sideration the report made by the Couzens commitiee, together
with the information furnished by the department, which I
think showed an average of about 37 per cent, the committee
finally decided that they would report the 25 per cent pro-
vision as has been done. I really believe that that is as low
a percentage of allowance as we ought to impose upon the in-
dustry. I have come to the conclugion that it would hardly
be fair to make it less than that, although it is said that 20
per cent would be sufficient. I am sure from the investigation
I have made that if 35 per cent is not given them, which is
what they have to-day, perhaps they are entitled to 25 per cent.
That is, my investigation leads me to that belief.

Mr. COUZENS. I submit anyone can pick out any number
of cases from the great number in the bureau and arrive at
falmost any conclusion that he wants to, and yet I do not
charge that that has been done. I mean that the results of
onr inquiry, taking the different concerns that were given to
us by the bureau, indicate an entirely different result than was
obtained from the 50 companies which were submitted to the
Finance Committee,

Mr. SMOOT. That may be frue. I know that in some
cases, particularly in the case of an oil well where there is a
gusher and great production the first year, 25 per cent would
not cover it at all. It does seem to me we have to arrive at
an average somewhere. We could not enact a law that would
recognize, as a basis for taxation for all oil wells, anything
that would give what the great gusher would receive under
existing law. I do not think it is fair that we should do so.
I do believe, however, that it is as far as we ought to go
when we reduce it to 25 per cent.

Mr. COUZENS. Does not the Senator consider it a subsidy
to the industry to promote development?

Mr. SMOOT. I hardly think so. It is not at the present

time with the 25 per cent provision, I know that in 1918 when
we had the bill up for discussion the statement as made by
the Senator would have been absolutely correct, that it not
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only affected oil but all the minerals that were needed so badly

for war purposes. We have cut it down now in the bill to
the point where I belleve there is hardly any advantage at all
to the companies, taking them as a whole. There may be an
advantage here and there fo certain producers in small quan-
tities, but there is a disadvantage to the great gusher. That is
about the situation. 8o far as I am personally concerned, I
have told all of them that I wounld support the 25 per cent,
but that I could not go any higher than that. The committee
was a unit that that was all that could be done. It is for
that reason that I want the committee amendment agreed to.

Mr. COUZENS. Mr. President, it seems to me that the com-
mittee, under the pressure of the oll industry no doubt, has
compromised on a rate lower than the industry wanted. That
industry is vitally interested and insistent, as all industries
are, on getting every possible advantage that it can in taxa-
tion. I am not finding any fault with that, and if the Congress
wants to submit to that, it is for them to say; but I can not
conceive why that industry is entitled to any concession for
depletion any more than any other industry is entitled to a
similar concession.

Mr, SMOOT. The only reason, I will say to the Senator, in
my mind is this: Every dollar that is taken out is capital.
Take a gold mine or a copper mine, and when a vein of ore
is discovered every dividend that is paid is not like a dividend
that is paid by a going merchandising concern or a manufac-
turing concern, because such concerns only pay dividends
after keeping their capital just as it was, but in the case of a
mine every dollar of dividend paid is capital. God Almighty
put the ore there and nobody else can ever return it. That is
why depletion is allowed to this industry and why it is entitled
to the allowance. -

Mr. COUZENS. That is a strange philosophy to me. The
operators go out and get new oll wells when the old wells have
ceased to produce; and that is what this allowance is proposed
to encourage., It seems to me that it presents a case no differ-
ent than that of a man going out and buying more timber,
When an individual owner exhausts his forests usually he
goes and buys more forests; and when a man exhausts his oil
wells he goes out and prospects for or buys more oil wells.
These industries have been going on for yearg and years.
Therefore 1 do not understand the philosophy of saying that
something is being taken out of the ground that can not be
replaced. It may only be said it can not be replaced in that
particular spot, but the industry continues just the same as
does any other industry.

Mr, SMOOT. But the individual never will own that same
oil or ore in that same spot. His capital is being taken away;
there is not any doubt about that at all.

Mr. COUZENS. If I buy ore to produce iron to make auto-
mobiles, I am also consuming capital.

Mr., SMOOT. But the Senator gets all that back, together
with a profit; he is using his capital, and he does not lose a
cent of capital unless he makes a loss in the transaction.

Mr. COUZENS. But his capital in the original investment
in the oil well or mine, as the case may be, and he gets back
all the capital plus a profit, as other industries get back their
capital plus a profit.

Mr. SMOOT. Perhaps he does; but I will say to the Senator
now that I think it costs for the prospecting, discovery, devel-
opment, and working of a mine two or three times more than
is ever obtained from the mine in dollars and cents in divi-
dends. I think the whole history of mining in the West ever
since it began is that the cost to the prospector, including
the development of mines that never pay, amonnts to many
times more than the dividends that are paid by the mines.
I have never heard it denied; I think it is absolutely true;
and I know it is true so far as my State is concerned.

Mr. COUZENS, It is also frue of other industries. Many
more millions of dollars have been lost in the automobile
business over a certain period of time than were ever made
in the automobile business over a certain period of time.
That is true, perhaps, over a certain period of time in the oil
or the mining industry.

Mr, SMOOT. Of course, the Senator knows more about the
automobile business than I do, but it has been a profitable busi-
ness to certain individuals I know, and so also has mining,

Mr. COUZENS. Yes; so has mining.

Mr. SMOOT. Yes; I so stated; but I do not think there have
been as many dollars lost in the building of automobiles as
there have been in undertaking to develop mines.

Mr. COUZENS. Where is the difference, then? If some
have been profitable and some have lost in all industries, why
an exception in the case of this industry?

Mr. SMOOT. The difference is in the management of the
business. Ninety per cent of the failures ln business—and
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there are about 92 per cent of failures within a glven time—
comes from over-credit, bad management, and mistakes that are
made by those in charge of the business. I do not care how
good a manager may be; I do not care if he has studied all
of the laws in the world, chemistry and geology and every-
thing else, he can go and hunt for a mine, and he may think
it is there, but nine times out of ten—yes; I was goln% to say
ninety-nine times out of one hundred—it is not there. I myself
have had a little experience in that matter, I will say to the
Senator.

Mr. SHIPSTEAD. Mr. President, if the Senator from Michi-
gan will yleld, in the case mentioned no tax is paid.

Mr, COUZENS. Not only Is no tax paid, but depletion can
be capitalized and deducted as to any property that he does
happen to own.

Mr. SMOOT. It is depletion because capital has been taken
instead of profits.

Mr. COUZENS. We are not objecting to depletion; there is
no controversy about depletion. I recognize that any capital
that is depleted must be given credit for, but what I am ob-
jecting to is crediting a value for depletion much in excess
of what the man invests in the property. That is not done in
any other industry; there is no record of any instance in
which men are allowed to base depreciation or depletion on
anything except what the property cost them. I do not object
to that; no one objects to that; but what I object to is this:
If a man spends $10,000 in drilling an oil well or in drllling
two oil wells and then makes $1,000,000 out of them, he is
permitted to deplete on the basis of $1,000,000 instead of on
the bases of $10,000, which he invested.

Now, just to show the unreliability of some of the state-
ments that have been made let me refer to the fact that the
Senator from West Virginia [Mr. Gorr] read from an un-
signed memorandum that was left on the desks of Senators.
It is headed—

Memorandum In re the error in section 204 (¢) (2) in H. R, 1,

It says it 1s an error, but no one has pointed out where the
error is. Without taking up the time of the Senate to read it
all, because it would be a repetition of much of what the Sena-
tor from West Virginia said, I call the atfention of the Benate
to the absurdity of thls statement.

Up to 1923 approximately §12,000,000,000 were placed In the legiti-
mate channels of oil-field development and operating in the United
States, and only seven and one-half billions of dollars returned from
the sale of crude oll produced, leaving a deficiency of four and ene-
half billion dollars.

Just think how misleading that statement is! It says noth-
ing about how much is left in the wells, nor how much is yet
invested. It seeks to draw a misleading, dishonest inference.
It says that they have taken out $7,500,000,000 and they in-
vested $12,000,000,000. Suppose then that they have $12,000,-
000,000 left. Nobody knows from this memorandum. It is the
kind of propaganda and it is the kind of material that is used
to mislead Congress.

Mr. President, I do not believe it is necessary for me to
take up any more time of the Senate in pointing out the
unreasonableness of allowing a discovery value for these com-
panies. I call attention to the fact that out of 13,671 cases
only 35 were “wlldeatters If I understand correctly, the
proponesnts of this bill and of this particular provision have
abandoned the idea of allowing it to * wildecatters,” which was
the intention of Congress when it was originally proposed.
They have abandoned the idea of allowing this discovery value
to “ wildeatters,” and are going to allow it to the Standard
01l Co., to the Mid-Continent Oil Co., to the Gulf Oil Co., and
other oil companies which, as everyone knows, can well afford
to pay the 121 per cent tax on their profits. That is all
they have to pay. If the Senators want fo exempt them, if
they want them to save the 1214 per cent, they will of course pass
the bill as it is; but what Congress first intended to do was
to allow the deduction to the little * wildeatter " who had spent
nearly all his money in exploring for oil and then discovered a
well. That was the intent of Congress, as the evidence before
the Ways and Means Committee and the Finance Committee
of the Senate plainly shows, and as every Senator and Rep-
resentative who was on those committees at that time must
know. That idea has now been entirely abandoned, and this
i3 so profitable and advantageous to the oil industry that it is
proposed to extend it so that not only the little * wildeatter
but the whole industry will get the benefit.

7 can not understand the philosophy of it all. It is a frank

admission that the Standard Oil Co., the Gulf Ofl Co., and
other big oil companies can not pay the 1214 per cent tax on
their profits because the investment they have does not repre-
sent the value of the property; in other words, the value of the
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property, it is assumed, is something different than the amount
of mohey they put into it, and therefore we are going to create
a fictitlious or an unusual value and allow a depletion based
on that value, rather than on the basis of cost, which is the
basis used by every other Industry except the oil and mining
industries.

The VICE PRESIDENT. The question is on agreeing to the
amendment to the committee amendment.

Mr. SIMMONS. Mr. President, before the vote is taken on
this amendment I wish to make some observations, although I
do not propose to discuss the amendment. I may say, however,
that so far as the amendment {8 concerned the committee has
dealt with the questlon very justly, very fairly, and very
equitably. One of the most mooted guestions that we have had
in connection with all of our revenue legislation sinee 1916 has
been the matter of discovery and depletion. I myself have
examined very carefully the statistics and T have discussed
the matter with many experts who have knowledge of the dis-
covery value and the depletion value of mines, as well as of
oil wells. I think it will not work to the disadvantage of the
Government, and I am satisfied that it will work very much
more justly to the operators and owners if we establish this
arbitrary amount as the full extent of the depletion to which
the miner and the owner of oil wells shall be entitled.

However, Mr. President, I did not rise for the purpose of
discussing that question. I read a few moments ago an article
in the New York Times of to-day, In which this statement
Appears :

Repeal of the estate tax was sanctloned by a much larger vote than
had been hoped for—49 to 26—but the Democratic-Republican coalltion,
which had been driving the bill through the Senate with speed and
force, went to pleces when proposals were made to take taxes off
admissions, dues, and automobiles. Senators Brmamoxs and Harmrison
of the Finance Committee could not hold their fellow-Democrats in line,
with the result that more Democrats than Republicans voted to aban-
don the motor and admissions taxes,

The first onslaught on these levies came when Senator Kixe, of
Utah, & Finance Committee member, who disagrees with Senator SiM-
MONS on the bill, moved to strike out all admissions and dues taxes.
His motion was carried by the narrow vote of 80 to 84.

I may state here that I was one of the 3.

Mr. President, that statement in the paper is very misleading
and very erroneous. One of the propositions made by the
minority in the very beginning, before this bill was taken up
by the committee, was the repeal of all admissions and dues
taxes. In the committee the minority, as I now remember,
voted unanimously in favor of the repeal of admissions and
dues taxes. When the matter came up in the Senate the other
day on the motion of the Senator from Utah [Mr. Kixg] to
reject the committee amendment, both the Senator from Mis-
sissippl [Mr. HarrisoN] and myself, and every other member
of the minority who voted on the matfer, voted as we had voted
in the committee, to take the tax off of admissions and dues. In
all of the votes that the minority have cast here, with the
exception of the Senator from Utah [Mr. King], the members
of the minority have voted in the Senate just as they voted in
the committee.

In the committee the members of the minority proposed
certain reductions upon the surtaxes. When the committee
met we offered to amend the House bill by making those
reductions. That motion was defeated by a strict party vote,
all Republicans voting against it, all Democrats voting for it;
and so we stood upon that question until after we entered
into the compromise arrangement with reference to surtaxes.

When our proposition was practically accepted by the ma-
jority as to surtaxes we voted for the House bill with that
amendment on it. At the time we did that it was known to
every member of the committee that the majority members
were in favor of the abolition of the inheritance tax; and when
that was reached in the committee we all voted for the aboli-
tion of the inheritance tax except the Senator from Utah
[Mr. King], without any previous agreement about it, simply
because we believed in that prineiple.

With reference to everything else that has been before the
Senate that was before the committee, the minority members
of the Finance Committee have taken the same position here
that they took in the committee, and have voted that way.

The Senate will recall that some days ago, when we had up
the amendment of the committee to increase the tax on cor-
porations from 1214 to 13% per cent, I stated to the committee
that I had opposed this increase in committee and that | pro-
posed to oppose it upon the floor of the Senate with all the
might and vigor that I had. I did oppose it, and we came
within three votes, I think, of defeating it. When the automo-
bile tax came up in the committee, the committee proposed to
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put a tax upon trucks. The minority members of the com-
mittee voted unanimously against that proposition. When the
matter of adopting that committee amendment was reached
yvesterday the Senator from Utah [Mr. Kixg] made an objec-
tion to it. If he had not done it, 1 should have done it; and
when the vote was taken upon the question of agreeing to the
committee’'s amendment upon trucks, I voted against it. I
voted to take off that tax, and every member of the minority
on the Finance Committee voted to take it off.

When the question of the tax on automobiles came up, the
same thing happened. We did not “go to pieces.” 1 voted
here yesterday to take the tax off of antomobiles. I had
stated here day before yesterday, in a colloquy which I had
with the Senator from Wisconsin [Mr. Lexroor], that I was
in favor of taking the tax off of trucks and off of automobiles,
and that I was opposed to raising the tax upon corporations.
1 had already made my fight against the latter, and I stated
that I intended to vote against the former, too.

So, Mr. President, what has happened is that the minority
members of the Finance Committee have stood by the com-
mittee’'s action in those partieulars in which they agreed to
the committee’'s action in the committee, and the minority
members of the Finance Committee have opposed and are
going to continue to oppose those things adopted by the com-
mittee which we did not agree to in committee. We have
reached now the matters that we did not agree to, and there-
fore I am in hearty sympathy and was in hearty sympathy,
and so were my associates of the minority, with the position
taken by the Senator from Utah [Mr. Kinc] with reference
to the corporation tax and with reference to automobiles and
with reference to trucks and with reference to admissions
and dues. 2

I have made this statement, Mr. President, because I find
that there is some confusion about it, especially in the press
gallery.

The VICE PRESIDENT. The question is upon the amend-
ment offered by the Senator from West Virginia [Mr. Gorr]
to the amendment of the committee.

Mr. REED of Pennsylvania. Mr. President, may the amend-
ment be stated?

The VICE PRESIDENT. The Secretary will state the
amendment to the amendment.

The Cuier CLERk. On page 22, at the end of line 16, before
the period and after the word “ paragraph,” it is proposed to
insert a colon and the following proviso:

Provided, however, That when the operating expenses of a property
are less than 35 per cent of the gross income from the property during
the taxable year, the allowance for depletion shall be 35 per cent of
such gross income ; and where the operating expenses of a property are
less than 25 per cent of its gross income, the allowance for depletion
shall be 40 per cent of such gross income. 8uch allowance shall not
exceed 5O per cent of the net income of the taxpayer (computed with-
out allowance for depletion) from the property, except that in no case
shall the depletion allowance be less than it would be if computed
without reference to this paragraph.

Mr. SMOOT. Mr. President, do I understand that the
amendment is offered to follow the word * paragraph,” in line
16, page 22?

The VICE PRESIDENT. It is.

Mr, SMOOT. I will say to the Senator from West Virginia
that the amendment ounght to be a substitute for paragraph
(2), beginning on line 9, down to and inecluding line 16. It
simply provides 35 per cent instead of 25 per cent. It is almost
word for word the same as paragraph (2).

Mr. HARRELD. I do not believe that it is subject to that
construetion.

Mr. SMOOT. This is the first time I have heard it. I
was called out of the Chamber.

Mr, HARRELD. I do not believe that the Senator will find
that that is the proper construction of it,

Mr. SMOOT. If the Senator from Oklahoma desires to
speak in the meantime, I will look at the amendment,

Mr. SIMMONS. Mr, President, if the Senator will pardon
me, I shonld like to state that while I voied for 25 per cent,
I should have been willing to allow a little bit more than that;
but after conference with Senators who come from the mining
sections and the oil sections of the country I became satisfied
that it was impossible to get a larger deduction than 25 per
cent. I think 25 per cent is fairly just, although I should
have been willing to let it go a little bit higher,

Mr. SMOOT. I think myself it is a little low, but I believe
it will work out in the end all right.

I find that the Senator from Oklahoma is correct in his
construction,

Mr. NEELY. Mr. President, before the vote is taken, I make
the point of no quorum.

The VICE PRESIDENT. The Secretary will call the roll.

The Chief Clerk called the roll, and the following Senators
answered to their names:

Ashurst Fess La Follette Rackett
Bayard Fleteher McKellar Sheppard
Blease Frasier MeLean Bhipstead
Borah George McMaster Shoertridge
Bratton Gerry McNary Simmons
Broussard Gillett Metealf Smith
Bruce (Glass Moses Bmoot
Butler Goft Neely Stanfield
Cameron Gooding Norbeck Stephens
Capper Hale Norris Swanson
Copeland Harreld Nye Trammell
Couzens 1larris Oddie Tyson
Cumming Harrison Overman Walsh
Deneen Hetiin Pepper Warren
Dill . Howell Phipps Watson
Edge Jones, Wash, Pine Weller
Edwards Keniirick Ransdell Willis
Fernald Keyes * Reced, Pa.

Ferris King Robinson, Ind.

Mr. JONES of Washington. I desire to state that the Sena-
tor from Kansas [Mr. Curris] is necessarily absent on account
of his health. He is paired for the rest of the day, as I under-
stand, with the junior Senator from Michigan [Mr, Frrris].

The VICE PRESIDENT. Seventy-four Senators having an-
swered to their names, a quorum is present. The question is
on agreeing to the amendment offered by the Senator from
West Virginia to the committee amendment.

The amendment to the amendment was rejected.

The VICE PRESIDENT. The question is upon agreeing to
the amendment ag amended,

Mr. SMOOT. I send the following amendment to the desk.

The VICE PRESIDENT. The clerk will state the amend-
ment.

The Cuier CrLerx. On page 22, line 5, after the word
“vyalue” and the period, insert:

Discoveries shall include minerals in commercial quantities con-
tained within a vein or bed discovered in an existing mine or mining
tract by the taxpayer after February 3, 1913, if the vein or bed thus
discovered was net merely the extension of a continuing vein or bed
already known to exist, and if the discovered minerals are of sufficient
value and quantity that they could be separately mined and marketed
at a profit,

Mr. SMOOT. The Senate to-day struck out lines 5 to 8, and
this is to take the place of the matter stricken out,

The VICE PRESIDENT. Lines 5, 6, 7, and 8 have already
been stricken out on motion of the Senator from Florida [Mr.
FrLETCHER],

Mr. SMOOT. I move this as an amendment to the amend-
ment,

Mr, REED of Pennsylvania. This morning, when those lines
were stricken out, I made the statement that the Treasury
was opposed to the matter contained in the lines stricken out
on the motion of the Senator from Florida. I am advised
that the same objection does not obtain to the amendment now
offered by the Senator from Utah, and it is satisfactory to all
coneerned.

The VICE PRESIDENT. The question is on agreeing to
the amendment offered by the Senator from Utah to the com-
mittee amendment.

The amendment to the amendment was agreed to.

The VICE PRESIDENT. The question is on agreeing to the
amendment as amended.

Mr. NEELY. Mr. President, I move to amend the bill by
striking out the figures “ 25,” in line 10, on page 22, and insert-
ing in lieu thereof the figures “ 35."”

The object of this amendment is to effectuate the purpose of
the amendment offered by my colleagne [Mr. Gosr], which has
Jjust been voted down.

The chairman of the Committee on Finance admitted on the
floor a few moments ago that he believed a 25 per cent deple-
tion allowanee in the case of oil and gas wells to be insufficient,
The ranking minority member of the commitiee, the Senator
from North Carolina [Mr. Stmmons], just stated that in his
opinion an allowance of 25 per cent is not quite adequate,

The 25 per cent is thoroughly satisfactory to the multi-
millionaire operators, because their prodoction is what is termed
“settled production.” They suffer little depletion. But every
independent operator in West Virginia, Pennsylvania, Texas,
Indiana, Louisiana, and California knows that the life of his
business demands more than a 25 per cent depletion allowance,

I implore the Benate to give the *“wildcat™ operator and
the courageous explorer a chance. They hazard all their
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capital every day and all day long. Neither their taxes nor
their burdens should be inereased.

But since the 25 per cent depletion allowance provided by
the bill is less than the average depletion heretofore allowed
by the Bureau of Internal Revenue, the effect of the bill, if
passed in its present form, will be to increase the taxes of
every independent oll and gas company in the country, and
to put many of them entirely out of business.

1 ask for justice for these independent concerns, and on my
amendment I demand the ayes and noes.

Mr. SIMMONS. Let me say to the Senator that I did say
that 25 per cent was a little low, but there was a great deal
of evidence that it was sufficient. Thirty-five per cent, how-
ever, I think is too high.

Mr. NEELY. Will the Senator yield for a question?

Mr. SIMMONS. Yes.

Mr. NEELY. The Senator states that there was evidence
that 35 per cent was too high——

Mr. SIMMONS. No; I said I thought 35 per cent was too
high.

Mr. NEELY. And that 25 per cent is too low. I grant that
some of the operators who appeared before the committee
agreed to the 25 per cent provision, but it was because of the
fact that the attitude of the committee led them to believe
that if they did not aceept 25 per cent they would get nothing,
and eonsequently be ruined.

Mr. SIMMONS. I suggest to the Senator that if he would
change it to 30 per cent I would be strongly disposed to sup-
port the amendment.

Mr. NEELY. I hope my 35 per cent amendment will carry.
But if it should unfortunately fail, I shall then offer another
amendment, based upon the suggestion of my distingulshed
friend from North Carolina [Mr. Simmons]. Mr. President, I
now demand a vote on my proposed amendment,

Mr. HARRELD. Mr. President, in support of the motion
of the Senator from West Virginia, I want to call attention
again to the fact that the Senator from Pennsylvania gave
gsome figures a while ago showing that depletion was allowed
to the little men in 1918 amounting to 32 per cent on gross
income from oil, 41.75 per cent in 1919, 37 per cent in 1920,
56.21 per cent in 1921, 62.39 per cent in 1922, and 51.85 per
cent in 1923. That was an average of 46.86 per cent for the
gix years. If that does not justify the increase from 25 to 35
per cent, I do not see hou it could be justified.

Mr. REED of Pennsylvania. Mr. President, I think it is
only fair to say that the figures given for those last three
years are the figures claimed by the oil operators themselves.
In the first three years the figures were 32 per cent, 41 per
cent, and 37 per cent. For the last three years, of which the
returns have not been audited, the claims of the oil men are
filed in their refurns, and in those returns they have asked for
deductions amounting to 56 per cent, 62 per cent, and 61 per
cent,

Mr. SMOOT. I want to say also that some of the claims
made by the operators themselves showed a discrepancy be-
tween what they would pay under existing law and what they
would pay under the Senate committee amendment. They took
it for granted they were going to have the full 50 per cent, and
perhaps when their returns were audited they would not get
more than 25 or 30. So that would hardly be a fair com-
parison.

Mr. REED of Pennsylvania. Another thing that is worth
considering in connection with these claims of the oil operators
is that in some of the leases there was a variation in their own
claims of their own returns, running from 30 cents to $1.09.

Mr. COUZENS. That is correct.

Mr. REED of Pennsylvania. That shows how much they
themselves are apart in their estimates. ;

Mr. HARRELD. I merely want to say that, leaving out the
last three years and taking only the first three years, of the
figures the Senator from Pennsylvania gave, the general aver-
age is over 40 per cent, which still justifies this amendment
making the figure 35 per cent,

Mr. NEELY, I ask for the yeas and nays on my amendment
to the amendment.

The yeas and nays were ordered, and the Chief Clerk pro-
ceeded to call the roll. <

Mr. FERRIS (when his name was called). I have a pair

with the senior Senator from Kansas [Mr. Curris]. In his
absence I withhold my vote.
Mr. FLETCHER (when his name was called). I have a gen-

eral pair with the junior Senator from Delaware [Mr. pu PonTt].
1 understand that if the Senator from Delaware were present
he would vote “ nay,” and if I were permitted to vote, I would
vote “yea." I therefore withhold my vote,
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Mr. HOWELL (when his name was called). I have a pair
with the Senator from Kentucky [Mr. Ernst], and in his ab-
sence I am compelled to withhold my vote.

Mr, KING (when his name was called). I have a general
pair upon this measure with the Senator from Colorado [Mr.
Purees]. I transfer that pair to the Senator from Mississippi
[Mr. SterHENS] and vote “nay,"”

Mr. McLEAN (when his name was called). In the absence
of my pair, the Senator from Virginia [Mr. Grass], I withhold
my vote. If I were at liberty to vote, I would vote “nay.”

Mr. SWANSON (when his name was called). I have a pair
with the senior Senator from Illinois [Mr. McKixrLey]. I
transfer that pair to the senior Senator from Arizona [Mr.
AsaursT] and vote “ yea.”

Mr. BLEASE. I have a pair with the Senator from Missourl
[Mr. WiLtzams]. I do not know how he would vote on thls
particular matter, so I withhold my vote. If I were permitted
to vote, I would vote “ yea.”

Mr. FERRIS. As I stated, I have a pair with the senior
Senator from Kansas [Mr. Curris]. I transfer that pair to
the Senator from New Jersey [Mr. Epwaros] and vote * yea.”

Mr. COPELAND. The junior Senator from New Jersey
[Mr. Epwarps] is unavoidably absent. If he were present, he
would vote “ yea.”

Mr. REED of Pennsylvania. I wish to announce that the
senior Senator from New York [Mr. WansworrH] is neces-
sarily absent. If present, he would vote “nay.”

Mr. KING (after having voted in the negative). Since an-
nouncing the transfer of my pair, the Senator from Mississippi
[Mr. StepHENS], to whom I transferred it, has entered the
Chamber and voted. I therefore transfer my pair with the
Senator from Colorado [Mr. PaIPPs] to the Senator from Mis-
sourl [Mr. Reep] and allow my vote to stand.

Mr. WALSH. My colleague [Mr. WHEELER] is absent on
account of illness. He is paired with the senior Senator from
Yermont [Mr. GREENE].

Mr, McLEAN. I find I can transfer my pair to the Senator
from Minnesota [Mr. ScHALL], which I do, and vote “ nay.”

Mr. NORRIS. I wish to announce that the senior Senator
from California [Mr. Jor~soN] is unavoidably detained fromp
the Senate. He is paired with the senior Senator from Arkan-
sas [Mr. RoBINgSON].

Mr. JONES of Washington. I wish to announce the follow-
ing pairs:

The Senator from Connecticut [Mr. Bingmam] with the Sena-
tor from Nevada [Mr. PrrrMan]; and

The Senator from Colorado, [Mr. Meaxs] with the Senator
from Texas [Mr. MAYFIELD].

Mr. SHEPPARD. 1 desire to announce that my colleague
[Mr. MayrieLp] is detained from the Seénate on account of

illness. I will let this announcement stand for the day.
The result was announced—yeas 31, nays 32, as follows:
YEAS—31
Bratton CGieorge Keyes Shortridge
Broussard Gerry Neely Bimmons
Cameron Goff Oddie Smith
Capper Harreld Overman Stephens
Copeland Harris Pine Swanson
Deneen Harrison Ransdell Tyson
Edge Heflin Sackett Weller
Ferris Kendrick Sheppard
NAYS—32

Bayard Frazier Metealf Bhipstead
Borah Gillett Moses Smoot
Bruce Hale Norbeck Ktanfield
Butler Jones, Wash. Norris Trammell
Couzens King Nye Walsh
Cummins La Follette Pepper Warren
Dill McLean Reed, Pa. Watson
Fesa McMaster Robinson, Ind, Willls

NOT VOTING—33
Ashurst Ernst Lenroot Robinsgon, Ark.
Bingham Fernald McKellar Schall
Blease Fletcher MeKinley Underwoor
Brookhart Glass MeNar) Wadsworth
Caraway Gooding Mayfeld Wheeler
Curtis (ireene Means Williams
Dale Howell Phipps
du Pont Johnson Fittman
Edwards Jones, N. Mex, Reed, Mo.

8o Mr. Nepry's amendment to the amendment was rejected.

Mr. HARRELD obtained the floor.

Mr. NEELY. I now offer another amendment.

The VICE PRESIDENT. The Senator from Oklahoma has
the floor.

Mr. HARRELD. I move to amend the commitfee amend-

ment by striking out, in line 10, on page 22, the numerals “ 25"
and inserting in lieu thereof * 30."
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Mr. NEELY. That is what I was about to do, and is what
I said a few moments ago I wounld do if the amendment first
offered was rejected.

The VICE PRESIDENT. The question is on the amend-
ment offered by the Senator from Oklahoma.

Mr. KING. Mr, President, the closeness of the vote just
taken would seem to indicate that there exists a strong senti-
ment in the Senate in favor of conferring special favors on the
oil producers and the oil companies in the United States,
Undoubtedly the legislation, beginning with 1918, which has
dealt with the oil industry, has been most diseriminatory and
highly favorable to that industry. Under one of the statutes
the oil producers of the United States were enabled to avoid
paying taxes to the United States, or at least to avoid paying

' just and fair taxes. Under the pretext of encouraging pro-
\ duction the act of 1918 was passed, which was so advantageous
to those engaged in the oil industry. It was contended when
this legislation was enacted that encouragement was necessary
to the wildeatter in order that the needs of the Government
and the people might be satisfied,

It is obvious that no legislation of such character, or any
legislation, was needed to induce the expenditure of time and
money for the discovery of oil fields. But it has transpired
that the wildeatter, so ecalled, has not been the principal
beneficiary of the legislation enacted by Congress affecting the
oil industry.

The wildcatters, if they were persons of limited means,
derived but little profit from their efforts and their hazards.
The wells which they found were speedily absorbed by the
great oil companies of the United States, and these companies
were enabled, under the legislation referred to, to secure bene-
fits, advantages, and favors which resulted iu the Government
being deprived of legitimate revenue,

An examination of the returns made by oil producers and
oil companies to the Internal Revenue Bureau support the
contention which I am making. The investigation made by
the special committee of the Senate, charged with the duty to
investigate the Internal Revenue Bureau, incontestably estab-
lished the fact that the oil companies of the United States
have deprived the Government of tens of millions of dollars
of taxes. In my opinion, the deductions which have been
allowed by the Government under claims of the oil companies
for discovery depletion, costs, capital expenditures, deprecia-
tion, and so forth, can not be justified. The enormouns profits
made in this industry and by many companies and producers
have not yielded to the Government a fair and just return.

No other industry or business has been so favored in the
matter of taxation as has the ol] industry. It is not my pur-
pose to examine the law and the rulings of the Treasury De-
partment and the claims made by the oil companies which
have resulted in this gross favoritism, this indefensible dis-
crimination, and this loss to the Government of revenues which
amounts, in my opinion, to hundreds of millions of dollars. The
amendment before us will, in my opinion, prove more favor-
able to the oil industry than the present law., No wonder the
oil interests are back of this amendment and determined that
it shall be enacted into law.

Notwithstanding the present statute allows them enormous
deductions and advantages and absolves them from paying a
just tax to the Government, the tendered amendment will
further protect them and so operate as to absclve many pro-
ducers from paying any tax whatever. The passage of this
amendment will be received with great joy by the oil companies
of the United States.

I can not understand this great solicitude for the Standard
0il Co., the Shell Co., the Sinclair Co., and the other great
organizations, whose annual profits are many hundreds of mil-
Hons of dollars,

Mr, President, under the guise of simplifying the law we
are asked to further legislate in the interest of those who have
made millions in the oll fields of the United States. Every
industry and every taxpayer should be treated fairly; there
should be no inequities and no favoritism. I am afraid we
are blinded because of the power and the bigness of great
corporations and sometimes deal unjustly with the people.
Those who invest capital in aequiring oil lands and in driving
wells should have proper deductions and should have a return
on their capital before they are called upon to pay taxes to the
Federal Government. They are entitled to the application of
the same principles which govern in determining invested capi-
tal, losses, depreciation, and so forth, in other lines of indus-
try. It may be that because of the peculiar hazards in driving
wells there should be an additional allowance or deduction.
But the proposition before us goes far beyond any reasonable
or fair limits, and is a concession to a profitable industry de-
nied to other industries and not warranted by any conditions of
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which we have knowledge growing out of or connected with oil
production.

Mr. President, Senators are anxious to dispose of this ques-
tion and I shall not detain them longer. I hope that the
amendment will be defeated.

Mr. HARRELD. Mr, President, for reasons best known to
myself I withdraw the amendment which I have just offered.

Mr, NEELY. I renew my motion to amend the committee
amendment on page 22, in line 10, by striking out the numerals
“25" and inserting in lieu thereof the numerals “ 30.”

The VICE PRESIDENT. The amendment will be stated.

The Cuier CrErr. On page 22, line 10, the Senator from
West Virginia moves to amend the committee amendment by
striking out the numerals “25" and inserting in lien thereof
the numerals “ 30,” so as to read:

(2) In the case of ofl and gas wells the allowance for depletion
shall be 30 per cent of the gross income from the property during the
taxable year. Buch allowance shall not exceed 50 per cent of the
net income of the taxpayer (computed without allowance for deple-
tion) from the property, except that in no case shall the depletion
allowance be less than it would be if computed without reference to
this paragraph.

Mr. KING. Let us have the yeas and nays.

The yeas and nays were ordered, and the Chief Clerk pro-
ceeded to call the roll.

Mr. FERRIS (when his name was called). I have a pair
with the senior SBenator from Kansas [Mr. Curtis]. I transfer
that pair to the junior Senator from New Jersey [Mr. Ep-
waRrns] and vote “ yea.”

Mr. FLETCHER (when his name was called). Making the
same announcement as on the last vote, I withhold my vote.

Mr. NORRIS (when Mr, JomnxsoN's name was called). I
desire to announce that the Senator from California [Mr. Joux-
80K] is unavoidably detained from the Senate. He is paired
with the senior Senator from Arkansas [Ar. Rosixsox].

Mr, KING (when his name was called). I have a general
pair upon this question with the Senator from Colorado [Mr.
Parres]. 1 transfer that pair to the senior Senator from Mis-
souri [Mr. Reep] and vote “ nay.”

Mr. McLEAN. Transferring my pair as on the previous vote,
I vote “nay.”

Mr. SWANSON. Making the same announcement that I did
on the previous vote I vote “ yea.”

The roll call was concluded.

Mr. JONES of Washington. I wish to announce that the
Senator from Connecticut [Mr. BixgaAm] is paired with the
Senator from Nevada [Mr. Prrrvan], and that the Senator
from Colorado [Mr. Meansg] is paired with the Senator from
Texas [Mr. MAYFIELD].

Mr. BLEASE. Making the same announcement as before
with reference to my pair with the junior Senator from Mis-
souri [Mr, WitLiams] I withhold my vote. If I were at lib-
erty to vote I would vote “ yea.”

Mr, COPELAND. The junior Senator from New Jersey [Mr.
Epwarps] is necessarily absent. If he were present he would
vote “ yea.” .

Mr. SACKETT. The senior Senator from Kentucky [Mr.
Erxst] is unavoidably absent. If he were present he would

vote “yea.”
The result was announced—yeas 35, nays 29, as follows:
YEAR—35
Bratton Goff Oddie Simmons
Broussard Harreld Overman Smith
Capper Harrls Pepper Stephens
Copeland Harrison Pine Bwanson
Deneen Heflin Ransdell Tyson
Edge Kendrick Robinson, Ind. Walsh
Ferris Keyes Sackett Watson
George Mosges Bheppard Weller
Gerry Neely Bhortridge
NAYS—29
Bayard Fess MeLean Shipstead
Borah Frazier McMaster Smoot
Bruce Gillett MeNar, Stanfield
Butler Hale Meteal Warren
Cameron Jones, Wash, Norbeck Willis
Couzens Kinlg Norris
Cumming La Follette Nye
Dill McKellar Reed, Pa_
NOT VOTING—32

Ashurst Edwards Johnson Reed, Mo.
Bingham Ernst Jones, N. Mex, Robinson, Ark,
Blease Fernald Lenroot Schall
Brookhart Fletcher McKinley Trammell
Caraway Glass Mayfield Underwood
Curtis Gooding Means Wadsworth

e Greene Phipps Wheeler
du Pont Howell Pittman Williams

So Mr, NeELy's amendment to the amendment was agreed to.
Mr., KING. I desire to give notice that I shall ask for a
separate vote on this question in the Senate,
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The VICE PRESIDENT. The guestion is upon agreeing to
the committee amendment as amended.

Mr. NORRIS. I think we ought to have the yeas and nays
on that, and I call for the yeas and nays,

The yeas and nays were ordered, and the Chief Clerk pro-
ceeded to eall the roll

Mr. FERRIS (when his name was called). I have a pair
with the Senator from Kansas [Mr. Curris]. I transfer that
pair to the junior Senator from New Jersey [Mr. Epwarps]
and vote * yea."”

Mr. FLETCHER (when his name was called). I have a
general pair with the Senator from Delaware [Mr. pu PoxnTl.
I transfer that pair to my colleague, the junior Senator from
Florida [Mr. TeRAMMELL], and vote * yea.”

Mr. KING (when his name was called). I have a pair upon
this question with the senior Senator from Colorado [Mr,
Pureps]. Not knowing how he would vote If present, I with-
hold my vote.

Mr. SWANSON (when his name was called). Making the
gsame announcement as on the previons vote relative to my
pair and its transfer, I vote “yea,”

Mr. REED of Pennsylvania (when Mr. WADSWORTH'S name
was calied). I am asked to state that the senior Senator from
New York [Mr. Wapsworra] is unavoidably absent, and that
if present would vote “ yea.”

The roll eall was concluded.

Mr. JONES of Washington. I desire fo announce that the
Senator from California [Mr, Jouxsox] is necessarily absent
and is paired with the senior Senator from Arkansas [Mr.
Rosinsox]. I also desire to announce that if the senior Sen-
ator from Kansas [Mr, Curris] were present, he would vote
o _\-'(‘.zl."

1 am also requested to announce the following pairs:

The Senator from Conneeticut [Mr. Binoranm] with the Sen-
ator from Nevada [Mr. PrrrMan] ; and

The Senator from Colorado [Mr. Means] with the Senator
from Texas [Mr. MAYFIELD].

Mr. COPELAND. The junior Senator from New Jersey [Mr.
Epwarps] is unavoidably absent. If present, he would vote
[ j’l‘ﬁ."

Mr. BLEASE. Making the same announcement as before, I
withhold my vote.

Mr. BROOKHART.
from Arkansas [Mr. CARAWAY].
yvote “nay.”

Mr. TARRISON. I wish to announce that the junior Sen-
ator from Wyoming [Mr. Kenprick] is necessarily absent, and
that if present, he would note * yea."

The result was announced—yeas 48, nays 13, as follows:

I have a pair with the junior Senator
If permitted to vote, I should

YEAS-—48
Dratton George Metcalf Bhortridge
Broussard Gorry Moses Simmons
Bruce Gillett Neely Smith
Butler Gofl Oddie Smoot
Cameron Hale Overman Stanfield
Capper Harreld Pepper Stephens
Copeland Harris Pine Bwanson
Deneen Harrison Rangsdell Tyson
Edge Heflin Reed, Pa. Warren
Ferris Jones, Wash, Itobinson, Ind. Watson
Fess Keyes Sackett Weller
Fletcher McLean Sheppard Willis

NAYB—13
Bayard La Follette MeNary Nye
Couzens McKellar Norbee Reed, Mo,
Dill MeMaster Norris Bhipstead
Frazier

NOT VOTING—35

Ashurst du Pont Jones, N. Mex. Robinson, Ark.
HBingham Edwards Kendrick Schall
Blease Ernst King Trammell
Borah Fernald Lenroot Underwood
Brookhart Glass McKinley Wadsworth
Caraway Gooding Mayfield Walsh
Cummins Greene Means Wheeler
Curtis Howell Phipps Williams
Dale Johnson Pittman

So the committee amendment as amended was agreed to,

Mr. SMOOT. I ask that the committee amendment, on page
23, line 23, be now agreed to, the Senate having agreed to the
gamendment relative to depletion on page 19. The amendment
is made necessary by the change which we have made in
the law,

The VICE PRESIDENT.
ment Is agreed to.

Mr. SMOOT. Mr, President, on page 260 is the aleohol tax
provision, which I desire to bring up at this time.

The VICE PRESIDENT. The Secretary will state the
amendment proposed by the Committee on Finance.

The OHier Crerk. Under the subhead “ Title IX.—Tax on
distilled spirits and cereal beverages, tax on distilled spirits,”

Without objection, the amend-
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on page 260, after line 9, the Committee on Finance propose
to strike out:

Sec. 600, (a) There shall be levied and collected on all distilled
spirits now in bond or that have been or that may be hereafter pro-
duced in or imported into the United States, in lien of the Internal
revenue taxes now imposed thereon by law, an internal revenue tex
at the following rates, to be paid by the distiller or importer when
withdrawn, and callected under the provisions of existing law.

(1) Until January 1, 1927, $2.20 on each proof gallon or wine gal-
lon when below proof and a proportionate tax at a like rate on all
fractional parts of such proof or wine gallon;

(2) On and after January 1, 1927, and until Japuvary 1, 1928, $1.65
on each proof gallon or wine gallon when below proof and a propor-
tionate tax at a like rate on all fractional parts of such proof or wine
gallon ; and

(3) On and after Janunary 1, 1928, $1.10 on each proof gallon or
wine gallon when below proof and a proportionate tax at a like rate
on all fractipnal parts of such proof or wine gallon.

And in lieu thereof to insert:

“8ec. 600, (a) (1) There shall be levied and collected on all dis-
tilled spirits now In bond or that have been or that may be hereafter
produeed in or Imported into the United States, in lieu of the internal-
revenup taxes now imposed thereon by law, an internal-revenue tax of
$£2.20 on each proof gallon or wine gallon when below proof and a
proportionate tax at a like rate on all fractional parts of such proof
or wine gallon, to be paid by the distiller or importer when withdrawn,
and collected under the provisions of existing law,

Mr. SMOOT. Mr. President, the majority of the Finance
Committee have instructed me when this item was reached for
consideration to say that the commitiee desired to recede from
its amendment so that the tax imposed upon alcohol will be that
as provided by the House of Representatives. The estimates
show a loss of revenune under the House provision for this year
of $4,000,000 and for next year of $8,000,000; but I think
that there is a mistake in the estimates, because, as the House
provision reads, there would be no loss for the year 1926. The
first reduction begins in 1927. Tollowing this year, however,
there would be a loss of $8,000,000.

All I care about is to have the Senate vote upon the ques-
tion. I have decided that, so far as I am concerned, I will
vote to reject the Senate committee amendment, but over $100,-
000,000 having been taken out of the bill last night, I do not
feel that I can vote for any reduetion hereafter. I think, Mr.
President, I will merely ask the Senate to vote on the question.

Mr. SMITH. Mr. President, let me ask the Senator a ques-
tion. The tax under the old law was $4 a gallon, was it not?

Mr. SMOOT. No; it was $2.20,

Mr. SMITH. What is the figure that the Senate committee
proposes in lien of the $1.65 tax as provided by the House?

Mr. SMOOT. Under the House provision there is a gradual
reduction from $2.20 to $1.10, which was the rate before the
World War. The House, however, does not make that reduc-
tion in one step. It makes a step from $2.20 to $1.65, and then
from $1.65 to $1.10. As the question is now, if the Senate shall
disagree to the committee amendment the House provision
will stand.

Mr., SIMMONS. Mr. President, I understood the Senator
from Utah to say that the Finance Committee had requested
him to ask that the Senate recede from the amendment?

Mr. SMOOT. I did.

Mr, SIMMONS, If the committee recedes from it, then there
is no amendment,

Mr. SMOOT., I am merely asking now that a vote be taken

on it.
Mr. REED of Missourl. What is the present tax?
Mr. SMOOT. It is $2.20 a gallon.

Mr. REED of Missourl. And the committee is now propos-
ing to leave it at that rate?

Mr, SMOOT. The amendment of the Committee on Finance
proposes to leave it at $2.20, but if we disagree to the com-
mittee amendment, then the House provision will prevail.

Mr. SMITH. Why should we disagree to the committee
amendment? What is the reason?

Mr, SMOOT. Because we will thereby be reducing a tax.

Mr. SMITH. Is the rate in the Senate committee amend-
ment lower than in the House provision?

Mr. SMOOT. No; the rate in the Senate committee amend-
ment is higher than in the House provision, The committee

amendment makes no reduction whatever in the tax on alcohol,
while the House provision does make a reduction.

Mr. SMITH. I understand.

Mr. HEFLIN, Let us vote now on the committee amend-
ment.
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Mr. REED of Pennsylvania. Mr. President, I do not agree
with the Senator from Utah. I think the amendment pro-
posed by the Finance Committee is wise.

Mr, SMOOT. I did not say that it was not.

Mr. REED of Pennsylvania, Perhaps I misunderstood the
Senator. However, I do not agree with those Members who
wish to rescind the action of the Finance Committee. They
are giving away $8,000,000 a year in revenue, and there is no
reason in the world for doing so. The present tax is $2.20.
The Finance Commlittee decided to hold the tax at its present
level and not to reduce it. Since that tlme there has been a
perfect storm of letters coming to all the Senators here, and
many telegrams, most of them, if not all of them, inspired by
manufacturers of a few proprietary medicines, who frankly
admit when they are cornered that they do not intend to re-
duce the price of their medicines to the public.

It is not going to make any difference to the person who
goes to the drug store to get a prescription filled; it 1s not
going to make any difference to the person who goes to the
drug store to buy a proprietary medicine. The beneficiaries
of the redunction made by the House are, first, the manufac-
turers of patent medicines ; and, second, the people who would
use that alcchol illegally in the preparation of synthetic
liquors.

Mr. McKELLAR. Mr. President, will the Senator yield?

The PRESIDING OFFICER (Mr. Oopie in the chair).
Does the Senator from Pennsylvania yield to the Senator from
Tennessee?

Mr. REED of Pennsylvania.
yield for a question.

Mr. McKELLAR. Mr. President, I just want to say to the
Senator that he stated that it would make no difference in the
price. Fifty-three thousand retail druggists, represented by
the National Association of Retail Druggists and State and
county pharmaceutical druggists’ associations, all on record in
favor of the reduction, have stated, through their mnational
president and general counsel, that the price of prescription
products will be lowered to the consumer from 10 to 30 per
cent ; and that was shown in the House hearings.

Mr, REED of Pennsylvania. Now I should like to take up
that statement.

Probably there i{s no medicine on the shelves of the drug
stores that contains a larger percentage of pure grain aleohol
than sweet spirits of niter. It runs from 92 to 95 per cent
grain aleohol. If anything were going to be benefited by the
reduction, that would be. An ounce of that sells at retail for
20 cents.

The statement has been made frequently—I have heard it
over and over again—that if we will put in the reduction
adopted by the House sweet spirits of niter will sell for 15
cents instead of 20 cents an onnce. The fact is that the tax
on an ounce of pure alcohol—assuming that the sweet spirits
of niter were all aleohol, 100 per cent—the whole tax on that
is abont 314 cents, and the House reduction, which will take
effect after two years, would amount to 134 cents, obviously
making impossible the 5-cent reduction that these people talk |
abont.

Then they go on and argue that we use great quantities of
iodine in our homes, and that this is a tax on iodine, and that
we are keeping up the price of iodine to the poor people who
buy it at the drug store, when the fact is that fodine is made
of a specially denatured alcohol and they do not use any of this
tax-paid aleohol in tincture of iodine.

The same thing is true of the rubbing alcohols that are sold. |
They will not be cheapened one penny’'s worth by this aetion,
because those are specially denatured and they pay no tax.

So that the propaganda that we have been getting in such
quantities, I want to assure the Senate, proves on investigation
to be false. About 90 per cent of it is false, and the Senate |
ought not to be misled by it. i

Mr. LA FOLLETTHE. Mr. President, will the Senator yield |
for a question?

Mr. REED of Pennsylvania. I am glad to yield.

Mr. LA FOLLETTE. How does the Senator from Pennsyl-
vania interpret the testimony of Mr. Sailer, speaking for the
American Drug Manufacturers’ Association, before the House
committee, when he said he thought “there would be a reduc-
tion of 20 to 25 per cent in the selling price to the trade of all
our alcoholic pharmaceuticals " ?

Mr. REED of Pennsylvania. It is not possible. It is posi-
tively impossible. The Senator from Utah, I know, will bear
me out in that. Whether he is for or against the amendment,
I know he will agree with me on that.

Mr. LA FOLLETTE. This man appeared before the com-
mittee and was speaking for the American Drug Manufac-
turers’ Association. Of course, it is true that he was appear-

I do not yield the floor; I
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ing in opposition to the amendment; but under cross-examina-
tion, as I read his testimony, he admitted that the reduction
in tax would caunse a 20 to 25 per cent reduction in the cost to
the trade. Of course, he could not state whether or not the
retailers would pass on the reduction, but he was speaking of
selling these preparations to the trade, and stated that the
reduction would be from 20 to 25 per cent on the alcoholic
pharmaceuticals.

Mr. REED of Pennsylvania, I think that is a gross exag-
geration.

Mr, SMOOT. It may be true as to Peruna,

Mr. LA FOLLETTE. No; Mr. President—

Mr, SMOOT. I want to say to the Senator that I have a
letter—I have not it here or I should be glad to read it—from
a druggist in a city of 15,000 people, and there are fonur drug
stores in that city. He says in that letter to me that during
the year 1925 those four drug stores used 4 gallons of aleohol
in their prescriptions—1 gallon to each store, on the average—
and he is interested in some of the drug stores himself,

Mr. LA FOLLETTE. Mr. President, if the Senator from
Pennsylvania will be kind enough to yield farther——

Mr. REED of Pennsylvania. I am glad to yield.

Mr. LA FOLLETTE. This gentleman, Mr. Sailer, was not
representing the pharmacists, as I understand; he was repre-
senting the American Drug Manufacturers’ Association. That
is, I assume that he was representing those who are engaged
in the business of manufacturing drugs and other preparations
to be sold to the drug stores, where they are then retailed. I
do not want to trespass on the Senator’s time.

Mr. REED of Pennsylvania. I am glad to have the Senator
make his statement.

Mr. LA FOLLETTE. This gentleman, of course, was arguing
against a reduetion in the tax, on the ground that a reduction
in the tax would bring about a reduction in the price of the
goods, and that they had large stocks on hand and would,
therefore, suffer a loss; but he says:

With a list of between five and six hundred aleoholic preparations,
of which we have to earry tremendous stocks—and some of those
goods have to be made at certain times of the year on account of the
particular drug involved—and with our branch houses, of which we
have quite a number gcattered all over the United States, where we
carry stocks, there is a shrinkage right away, and we must sell those
goods,

That is, provided the tax should be reduced.

Our competition will force the reduction. You can deperd on them
to do that.

We will have immediately to begin selling those goods manufactured
at the higher cost at lower prices and be subjected to the entire loss
and more than the entire loss of the amount of alcolol that went into
them.

Prior to that be had stated that, in his judgment, the reduc-
tion on these alcoholic pharmaceuticals would be from 20 to 25
per cent. I was just offering that as some evidence that there
would be a reduction in the price of these produets to the

| consumer.

Mr. REED of Pennsylvania. Undoubtedly at wholesale there
will be some reduction in those products that contain a very
large percentage of aleohol. It is conceivable that a gallon
of sweet spirits of niter will sell cheaper to the druggist than
it does now, but I think I have shown that the consumer, the
ultimate user of that medicine, ean not possibly get the benefit
of it, because the reduction is so slight. The House bill takes
care of the particular trade disadvantage that those people
called aitention to in the hearings, because it postpones the
reduction and lets them work off their stock in trade. Their
objection is not based on that, but they are still very strongly
opposed to the reduction. 1

Mr. LA FOLLETTE. Of course I was not presenting that
a8 an argnment against the reduction provided by the House.
It seems to me that it should be made., I was simply offering
it as perhaps evidence tending to show that there might be
gome reduction in the cost of these products to the consumer,

Mr. REED of Pennsylvania. There will be a slight reduction,
nndoubtedly, to the drug trade, but the ultimate consumer will
not get the benefit of it.

Now, just one word more about the effect of reducing the tax
on grain alcohol.

Mr., WILLIS. Mr. President, hefore the Senator starts on
that portlon of the guestion, I want to be sure that I under-
gtood his statement as to the financial effect of this amend-
ment. YWhat does he think it wonld be for the next year?

Mr. REED of Pennsylvania. In the calendar year of 1926
it will have no effect on the price, but it will have a very
marked effect otherwise, because there will be no more tax
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pald alcohol taken out during the balance of this year. Nat-
urally, nobody is going to take out alcohol and pay the tax on it
if affer the 1st of next January it is going to be possible to do
it at 55 cents less.

Mr. WILLIS. In other words, under the terms of the House
bill the change, if any, is to be gradual?

Mr. REED of Pennsylvania. The change in rate takes effect
on the 1st of next Jannary, and then on the 1st of the following
January. The effect will show from the moment that this bill
becomes law, because nobody will take out any alcohol and pay
the full tax on it unless he knowns he can use it this year.

Now, about the use that will be made of it.

It is obvious that as you make grain alcohol cheaper you
make the operations of the bootlegger easier. It is obvious
that the present shift that a bootlegger is driven to resort to in
redistilling denatured aleohol is an impediment to his business,
It is argued, and I think with force, that as you make grain
alcchol cheaper you bring it within the reach of people who
will uwse it illegally. They do not now, because it costs so
much with all this heavy tax on it; but if you reduce the tax,
you will bring in new fields of consumption for that class of
ftlcohol,

Mr. SMOOT.
ment.

Mr. HARRISON. Mr. President, people rich and poor have
received some benefits from this bill. We have adopted here
reductions on antomobiles, trucks, admissions and dues, and
various other things; but here is a proposition in which the
little drug stores throughout the country say they can reduce
the price of medicines to the poor and needy of this land if a
reduction is made in the tax on alecohol.

It would seem to me that we are doing a very little thing
even by adopting the House provision, which does not reduce
the taxes this year at all, but leaves them as they are and only
begins reduction in a small way the first of the year 1927,
and then makes a further reduction the next year, to reduce
the taxes to the pre-war basis. That is all that the House
has done, It*takes two years to do it.

The drug stores throughout the country say that if this tax
is reduced they will be able to get alcohol somewhat cheaper;
they will be able to make up their little tinctures, and sell
them to the people who need them, cheaper than they can now.
The only people, so far as I have seen, who oppose this propo-
sition are some of the big wholesale drug houses of the country
that want to furnish to the little drug stores the medicines
already prepared.

I hope, therefore, that the House proposition will be adopted.

Mr. COPELAND. Mr. President, it seems to me absurd to
drag the bootlegger into this discussion. From what I have
heard of the bootlegger, he does not care how much the alco-
hol costs; he will only put another dollar on the gquart. Here,
however, is a matter which has to do with the welfare of every
family.

With reference to the proprietary medicines, about which the
Senator from Pennsylvania spoke, only a very small amount of
alcohol goes into them. They contain only from 5 to 15 per
cent of aleohol. On the other hand, prescriptions—what the
druggists call pharmaceuticals—contain a very considerable
amount of alcohol, from 40 to 60 per cent. Furthermore, flavor-
ing extracts, used in every home, could not be made without
alcohol. They consist of alcohol to the extent of 75 to 85 per
cent. So we are dealing here with a matter which has no
moral significance, a thing not related in any way whatsoever
to the question of beverage liguor. We are dealing wholly
with a question which has to do with the compounding of
medicines for the curing of people.

Mr, President, it seems to me that where we have glven
consideration to people who have riches, and have reduced
taxes all down the line, we might give some consideration to
the poor mother and father who go around the corner to buy
some medicine,

I hope that the amendment of our committee will be voted
down.

Mr. SMITH. Mr. President, may I ask the Senator a
guestion? I want to ask him as a professional man, one
whose profession deals with medicine, as a doctor, whether
he really believes that the reduection proposed here will mate-
rially cheapen the medicines that are essential in ordinary use
at drug stores?

Mr. COPELAND. Mr. President, I have no question that
what we are proposini will reduce the expense of these medi-
cines. I do not think if will be tremendously great; it may not
be material in that sense; but when you have a sick baby
in the house, and have only a dollar to pay the doctor and
30 cents to buy the medicine, it makes a lot of difference
whether the medicine costs 30 or 30 cents.

I call for the yeas and nays on the amend-
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Mr. SMITH. That is the very point I want to know ahont—
whether the Senator thinks it will be sufficiently reduced for
the 30 cents to answer the purpose, where without this redue-
tion in tax it would not answer the purpose?

Mr. COPELAND. I do think so.

Mr. NYE. Mr. President, will the Senator yield?

Mr. COPELAND. I yield.

Mr. NYE. In connection with the question asked by the Sen-
ator from South Carolina, I, too, had been given to doubt
whether this tax reduction would be made to revert to the
g:ople eventually the consumers of these products. A num-

r of days ago, in answer to the appeal and petition of the
Drugglsts’ Assoclation of my own State, I dispatched a letter
inquiring of them whether they thought that the reduction
would be made to revert to the people. In response to that let-
ter I have this felegram, under date of February 8:

FarGo, N. DAK., February 8, 1926,
Hon, Geriro P. N1m,
United SBtates Benate, Washington, D. O.:

A tax reduction on medical alcohol would without question revert
directly to the advantage of the consuming public, inasmuch as there
Is bound to be a decided lowering of cost on the individual constituents
of medical preparations of all kinds, thereby bringing household reme-
dies and medical preparations within reach of people of moderate
means,

W. F. Svpro, Secrctary.

I am ready to assert that the people will get the advantage
of that reduction.

Mr. BROUSSARD. Mr. President, may I ask the Senator
from Pennsylvania whether this tax applies to all alcohol
before released?

Mr. REED of Pennsylvania. Oh, no.

Mr. BROUSSARD. Suppose some aleohol is wanted which,
under the regulations of the department, must be denatured.
Would the tax be imposed?

Mr. REED of Pennsylvania. No; this tax would not be im--
posed on aleohol intended for denaturing,

Mr. BROUSSARD. 1 merely wanted to understand that
feature of it before I submitted a few observations to the
Senate,

I have from my State letters from several wholesale drog-
gists, The largest favor the $2.20 tax, and their competitors,
who do a little smaller business, seem to want the reduction.
The Lounisiana State Pharmaceutical Association has passed
very strong resolutions, which I do not care to read here, but
which convinced me that there is some benefit to be derived
from accepting the House provision.

I wish to call attention, in additon, to the fact that the
$1.10 tax, which I think will become effective in three years,
is the pre-war rate. We ought to go back to the pre-war
basis on that proposition.

I think the Senator from Pennsylvania is not taking into
consideration a fact called to our attention by the Senator
from New York that, whether the tax be $2.20 or $1.10, it
will not interfere with the business of the bootleggers. We
might, for the purposes here, absolutely disregard them, be-
cause, if the tax were $5, they could still continue their
bgsé:ée;s We certainly will not stop them by imposing a tax
0 20,

We must not anticipate and assume that this alcohol will
be diverted to illegal purposes. We are expending pleniy
of money to keep it in legitimate channels, in which it may
legally be used, and we must not assume it will be divertcd.

The pre-war rate of $1.10, I think, i1s ample. We should
some time or other get back to pre-war rates in all taxes, and
there is no reason why we should disagree with the House
on that, who have already decided to make reductions, so
that on January 1, 1928, the rate will be $1.10.

When we say that a reduction of the cost of the materials
that enter into medicines that are kept on a shelf of the drug
stores in some places, and in the general stores in the coun-
try, will not be affected by a reduction of the price of this
alcohol we are denying practically what is generally accepted
to be a fact, and in these days of active competition in busi.
ness that is bound to be reflected in the price to the consumer,
to those who have to buy medicines and drugs and articles
in the manufacture of which this alcohol is used. They are
bound to recelve the benefit which the House intended they
should receive.

Mr. LA FOLLETTE. Mr. President, I do not want to detain
the Senate in discussing this matter; but In view of the
remarks of the Senmator from Pennsylvania that a reduction
in the tax on alcohol to the pre-war rate would encourage the
bootlegger, I desire to direct the attention of Senators to the
statement which Gen. Lincoln (. Andrews, Assistant Secretary
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of the Treasury, in charge of prohibition enforcement, made
hefore the House Committee on Ways and Means. I quote
part of his testimony. He said:

We feel in the Prohibition Unit that the high tax on pure alcohol
makes so wide a spread between the cost of pure alcohol to the legiti-
mate user and the illegitimate competitor In the manufacture of
products in which alcohol goes, such as perfumeries, proprietary medi-
cines, and so on, that It actually encourages the jllegitimate user to
enter the field.

In answer to questions General Andrews further stated:

I said I thought that a reasonable reduction in the tax on pure
alcohol would decrease the wide spread between what the legitimate
dealer pays for his alcohol and the illegitimate dealer, who gets his
aleohol from the bootleg industry. And by reducing that wide spread
you would put the legitimate manufacturer of medicines and per-
fumes In a position where he could more easily compete with the
{llegitimate user and manufacturer, who uses the manufacture of these
articles as a cover for getting alcohol to turn inte the bootlegging
lignor trafiie.

Mr. TueapwAy. Briefly, your position iz that the tax on pure alcohol
should be materially reduced, so far as the matter of prohibition is
roncerned ¥

Mr. AxprEwS. Yes. sir.

With regard to whether or not any of this reduction in tax
will reach the ultimate consumer, I want to call attention to
a statement made by Mr. J. M. George, of Winona, Minn,,
representing the Interstate Manufacturing Association, which,
I understand, is composed of manufacturers of medicines,
flavoring extracts, perfumes, and toilet articles. Mr. George
said:

It has been gaid by those opposing elimination, apparently in all
seriousness—and you will mo doubt hear it again to-day—that the
elimination of this 1,000 per cent ad valorem tax will not be reflected
in the price of alcohol products to the consumer, I am here to say to
you positively that our companies will not only reflect it but will
actually pass it all right down to the consumer, and in some instances
more than the amount of the resulting eliminated cost of manufacture
will be passed on to him.

1 might say that when the tax went on we passed it to the con-
sumer also.

The amount of this reduction to the consumer will naturally be deter-
mined by the percentage of alcohol present in the product. When the
amount of the tax represented hy the alcohol in one particular package
is 25 cents the retail price of that package will be reduced 25 cenis
when the tax is eliminated.

The aleohol tax itself represents from 25 down to § per cent of the
retail price of our various alcoholic preparations, and those percent-
ages as they apply to each product will be the percentage of consumer
price reduction when the tax is eliminated.

To-day our large-size lemon extracts bring from the consumer $1.25
to $1.50 per bottle. The cost of the alcohol in each bottle is slightly
over 25 cents. Tax removal will result in a retail price of §1 on this
article, Our 45-cent sizes will drop to 35 cents, which is a 23 per
cent reduction.

That statement was made before the Ways and Means Com-
mittee of the House, and appears in the hearings on page 1048,

I realize that the Senate is anxious to vote on this matter,
and I shall not take any more time upon it; but I hope the
committee amendment will not be agreed to.

Mr. McKELLAR. Mr. President, proprietary medicines are
looked upon as the poor people’s medicines. They will ungues-
tionably be reduced in price if this tax is reduced. If that does
not apply to this kind of a tax, to what should it apply? Why
should we reduce other taxes? Why is it that the reduction
of other taxes will make for prosperity, but when it comes to
reducing a tax on those things which are used by the poorer
classes of people, it is said, * Oh, it makes no difference. They
pay as much, just the same.”

I do not subscribe to that doctrine. I think this tax should
be reduced in the same measure that we are reducing taxes
upon other people, and for that reason I shall support the mo-
tion to strike the tax out.

So far as the bootleggers are concerned, I do not think that
has any application. Why should the bootlegger pay any tax
on this alcohol when he can buy denatured aleohol, and, by a
process that costs about 10 cents a gallon, ply his trade just
as before? I do not think there is any gquestion of prohibition
in it.

I have uniformly voted for every prohibition measure. I do
not suppose anyone has more uniformly than I supported pro-
hibition. If I thought it was the question of prohibition, I
would be found on the other side, but I believe it will be a
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matter of justice if we’ vote this relief for those who use pro-
prietary medicines, flavoring extracts, and everything of the
sort.

The PRESIDING OFFICER.
the committee amendment.

The amendment was rejected.

Mr. SMITH. Mr. President, may I inquire of the Senator in
charge of the bill how many more committee amendments are
¥yet to be acted on?

Mr. SMOOT. There is one further amendment that the com-
mittee wants to act on, and then one clarifying amendment,

Mr. WILLIS. I desire to inquire of the Senator from Utah
what his program is for to-night. Does he intend to finish with
the committee amendments and then take up individual amend-
ments?

Mr., SMOOT. Yes; we will take up the individual amend-
ments just as soon as we are through with the committee
amendments, :

Mr. REED of Pennsylvania. Mr. President, I send to the
desk an amendment which I offer.

The PRESIDING OFFICER. The amendment will be
stated.

The Curier CLERg. On page 332, line 8, strike out after the
word “to" through the word “tax” in line 6, and insert in
lieu thereof the words “the taxes paid,” so as to read:

Spe. 1204, (a) Where prior to the effective date of the repeal of
gubdivison (2) of section 600 of the revenue sct of 1924 any article
subject to the tax imposed by such subdivision has been sold by the
manufacturer, producer, or importer, and iz on such date held by a
dealer and intended for sale, there shall be refunded to the manufac-
turer, producer, or importer an amount equal to the taxes paid inm
respect of such article.

Mr. REED of Pennsylvania. The purpose is to make the
provision on page 332 regarding refunds correspond with the
action of the Senate last night in striking out the automobile
tax. This is just a companion amendment that goes with the
action of the Senate last night.

The PRESIDING OFFICER.
to the amendment.

The amendment was agreed to.

Mr. SMOOT. Mr. President, in behalf of the Senator from
Washington [Mr. Joxes] I send to the desk an amendment,
which I ask may be stated.

The PRESIDING OFFICER. The Clerk will state the
amendment.

The CHier CLERg. On pages 47 and 48, in lieu of the part
stricken out beginning in line 22 on page 47 and down to and
inciuding line 3 on page 48, insert the following :

In the case of an individual citizen of the United States, a bona
fide nonresident for more than six months during the taxable year,
amounts derived and received from business conducted without the
United Btates.

Mr. SMOOT. I expected the Senator from Washington
would be here, but he is temporarily absent. There is no ob-
jection to the amendment. It simply means that if an Ameri-
can citizen is engaged in business in a foreign country for a
period of six months or more, he is treated the same as an
American living in thig country and not as a forelgmer. It
affects all our commercial agents abroad who go to get
business.

Mr, McKELLAR., Does it affect any of the employees of the
Government ? :

Mr. SMOOT. It does, as well as individual citizens. Some-
times their occupations keep them abroad for nine months of
the year. We simply say that if they are out of the United
States for six months, then they are fo be treated the same as
if they lived in a foreign country all the time. There is no
possible objection to it.

The PRESIDING OFFICER. The question is on the amend-
ment to the amendment,

The amendment to the amendment was agreed to.

The amendment as amended was agreed to.

Mr. JONES of Washington subsequently said:

Mr. President, in connection with the amendment adopted
on page 47, with reference to Americans doing business abroad,
I ask unanimous consent to have printed in the Recorp a state-
ment by Richard P. Momsen, the president of the American
Chamber of Commerce in Brazil. I ask that it may appear in
the Recorp just following the adoption of the amendment.
I do this so that the conferees will have this information. It is
a very fine statement with reference to this guestion.

There being no objection, the matter was ordered to be
printed in the Recorp, as follows:

The question is on agreeing to

The question is on agreeing
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AMERICANS ABROAD AXD THE INcoME TAx

[By Richard P. Momsen, president of the American Chamber of Com-
merce for Brazil]

At this moment the people of this country are awaiting the final
outcome of the revenue bill, now pending before Congress, with much
interest; public opinion is centered upon the main issues of this legis-
lation, the increase of deductions, the reduction of surtaxes, the aboli-
tion of publiclty surrounding returns, the elimination of the estate
tax, and other important provisions of the bill. And quite naturally
these same subjects are those upon which the interest and attention
of individual Senators and Congressmen 15 centered, because their
constituencies are vitally concerned with these issues. But there is
a special class of Americans who are deeply inferested in a particular
seciion of the bill; those few thousands of Amerlcans who reside In
foreign lands, the great majority of whom are engaged in the promo-
tion of American trade.

Since the inception of the original law levying an income tax in
the United States, Americans residing abroad and deriving their in-
come in foreign lands, have felt that our Government has been unjustly
imposing this tax upon them. Sporadic attempts were made to correct
this situation; a test case was tried, but the Supreme Court decided
that Congress has the power to tax our citizens irrespective of the
place of their residence. The only other alternative remedy, therefore,
lies within the power of Congress, During the last revision of the
jpecme tax law several years ago, a provision for the relief of Ameri-
eans abroad was almost enacted, but was defeated in the Senate.

When the proposition for revision was revived, due to the tre-
mendous surpluses which the Government has been accumulating and
it became evident that taxes would be reduced, Americans individu-
ally and collectlvely abroad, commenced again to try and convince
Congress of their situation.

HOUSE GRANTS PARTIAL RELIEF

During the hearings before the Ways and Means Committee of the
House¢ In October and November of last year the committee heard
the arguments of Mr, 0. K. Davis, secretary of the National Forelgn
Trade Council, & nonpartisan and nonpolitical organization engaged
in the promotion of our forelgn trade. As a result of the information
and suggestions imparted by Mr. Davis, together with other organiza-
tions such as the Chamber of Commerce of the United States,
the National Assoclation of Manufacturers, the American Manufac-
turers' Export Association, and others, the committee included the
following exemption in the bill which it presented to the House:

“In the case of an individual eitizen of the United States, amounts
recelved as salary or commission for the sale for export from the
United States of tangible personal property produced in the United
States, in respect of such sales made while he is actually employed
otitside of the United States, if so employed for more than six months
during the taxable year.” (Par. 14, sec. 213, b.)

The provision was adopted by the House.

BENATE COMMITTER STRIKES OUT HOUSE FROVISION

When the revenue bill came before the Finance Committee of the
Senate the provision cited above was stricken out, with the following
comment :

“The committee sees no reason for such an exemption, inasmuch as
8 citizen so employed abroad, if required to pay any income tax to the
foreign - country on his salary, receives a credlt against his United
States tax of the amount of tax paid to the forelgn country."”

Although the Honse provision for exemption did not go far enough,
according to the oplnion expressed by various American chambers of
commerce abroad, the Senate, instead of amplifying the exemption,
eliminated it completely.

HMaving been delegated by the American Chamber of Commerce for
Brazil and the American Chamber of Commerce of Cuba, established ia
Rio de Janeiro and Habana, respectively, to express the views of Ameri-
cans resident and doing business In those countries, it seems to me
that our Congress requires further Information on the subject, which
1 am glad to give.

While it is true that Americans residing abroad are permitted to
credit against their American tax the amount of their foreign income
tax, this only covers Income or excess-profits taxes of foreign Govern-
ments, Most countries levy a great varlety of business and other
taxes which are entlrely unknown or unheard of in the United States.

These taxes, which are not “ incomre taxes" and consequently can
not be applied as a credit agdinst the American tax, in some countries
are levied in lieu of income taxes, and in others make up a great
part of the taxes imposed. As a result, the present partial *exemp-
tion" in the form of a reduction is to a great extent of no value.
In countrles where the Income tax Iimposed Is greater than that in
the United States, it would seem that the relief we desire is not
necessary. But there is perhaps only one country which levies a
higher Income tax than the United States. In other countries an
incomre tax lowey than that of the United States is imposed. Braszil,
where 1 have resided for the greater part of the last 13 years, is in
that category. An income tax was Inaugurated there several years
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ago, and while there is a tendency to increase the rates, they are
still far less than those of this country. There are, however, o multi-
tude of other taxes which are imposed upen business and professional
men, which, if added to the income fax, would probably make the
total a greater burden than our taxes in this country. Every business
man in Brazil, for illustration, has to pay a municipal bnsiness tax
which in many classifications runs into thousands of dollars per
year; he must pay a tax on every sign on his place of business or
elsewhere; he pays an ad valorem stamrp tax on every sale he makes;
he pays a stamp tax on every draft, note, or other document he
issues or accepts; each time he buys a piece of real estate he pays
more than 8 per cent of the value in transfer taxes; the citles also
exact the payment of sanitary amd a multitude of other taxzes on
business In every form.

To the Federal Government he pays a fixed tax known as the indus-
trial and profession tax, depending upon the kind of business or pro-
fession in which he is engaged; he also pays the Federal Government
another tax under the same headlng which varies between 10 and 20
per cent of the rent or rental value of the premises he occupies. If
he has a bookkeeper, the bookkeeper pays a separate tax, and likewise
he pays another tax if he represents a corperation. His commercial
books must all be registered and each page pays a small tax; if he
engages passage on 4 steamer to return to the United States, his ticket
pays 4 tax. And the partial lst indicated above is entirely separate
and distinet from the Brazilian income tax. And yet the American
in Brazil, who {8 compelled to pay these taxes, can not credit them
agalnst his American income tax.

It Is therefore plainly to be seen that the reason given by the Henate
commitice as the basis of its decision was undoubtedly reached with-
out a full knowledge of the facts as seen by a forelgn resident
familiar with the situation on the ground. In other countries where
there s no Income tax at all and burdensome taxation Is levied in
other forms the situation 1s still worse, because there the American
must pay not only his full American income tax but a parallel tax,
although it may contain a thousand different labels, to the foreign
government as well,

UNITED STATES POSITION ISOLATED

One of the arguments we have been nsing is that the United States
is the only country In the world which imposes a tax on its foreign-
resident citizens upon their Incomes derived from abroad. No one can
deny but that the United States can adopt its own policies of taxation,
but the point we are making is that other countrles—England, France,
Germany, Japan, and every other one of our competitors—have recog-
nized the wisdom of giving their nationals abroad every opportunity of
competing on equality with the citizens of other nations. It must be
obvious that the American trading is at a disadvantage when compared
with his competitor, who pays mo tribute to any Government other
than to the country in which he is established. To illustrate the situa-
tion, take an American and a national of another country competing
for buginess In Brazil ; examine the array of taxes which each of them
have to pay there; and then impose on the American the United States
income tax besides. Is his disadvantage not obvious? No question of
patriotism or devotion to his country is involved; it becomes a question
of business competition under tremendous handicaps; it is dlscourag-
ing; it is killing American business abroad.

Is it not self-evident that those European countries which are suffer-
ing from finaneial strangulation would levy taxes on their nationals
abroad if they thought it would be good policy? Of course they would.
But they are keen traders; they have been in the foreign field for many
centuries ; they see into the future; they give their citizens every moral
and governmental encouragement and assistance,

OUR FOREIGN TERADE NEEDS SUPTORT

The United States Is a newcomer in foreign trade as compared with
European countries; our foreign trade needs every support we can
give it. American factories are to-day dependent upon overseas
markets, and when periods of depression fall upon us in the future, as
they incvitably must, our foreign trade will help fill the gap and keep
American capital and labor occupied. Each day competition is becom-
ing more acute, and we are handicapped with high labor costs, omr
money at par, and a lack of Americans to take care of our business in
foreign fields.

It has been stated that the exemption we desire wounld cause an ex-
odus of Americans from this country. No fear, becanuse one of the
greatest difficulties Ameriean companies and firms encounter in their
foreign trade is to Induce Americans to go into foreign fields and to
remain there a sufficlent time to enable them to become of real value
to their employers and to our foreign trade in general.

One can travel to almost any country and find Amerlcan firms with
European managers and other employees in executive positions. Ex-
perience has proven that American interests in the hands of Americans
are more adequately protected than when intrusted to nationals of
competing countries. American citizens established In business abroad
or conducting American business are performing valuable services for
this country In finding a market for our goods, maintaining a favorable
trade balance, and upholding our prestige abroad.
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The tendency of our natlonal legislation toward our foreign trade
has beer and is to promote it, but there is no other propesition
which merits as much consideration and attention as does the present
issue surrounding our income {ax as applied to our citizens resident
abroad.

“ EXPATRIATES " SHOULD NOT BE EXEMPT

Tt has been stated that the exemption proposed would open the door
to a fairly large number of Americans who have transferred their for-
tuncs abroad, who maintain their citizenship nominally but who seek
to escape taxation under our laws.

The organizations I represent, and I am certain that this is the
consensns of opinion of American chambers of commerce the world
over, are not asking for exemption of these so-called * expatriates.

" We desire exemption for the Ameriean who is a bona fide foreign resi-
dent and who is engaged in the pursuit of some legitimate business,
profession, or other occupation. Such distinction is, after all, a mere
guestion of so wording the exemption clause to exclude those who are
not entitled to receive its benefits, Limiting the exemption to * earned
income,” if not too narrowly defined, would prove an adeguate pro-
tection against any wholesale departure of capital from this country
into foreign enterprises if it is desirable to avoid it.

THE COST OF LIVING ABROAD

It is contended that Americans in many foreign countries can live
more cheaply than they do here. The general costs of living in cer-
tain countries are cited to prove this. The argument does not hold
in most instances, however, because the American living abroad (the
average American who is engaged in a Dbusiness, a profession, or who
is a paid employee) requires a standard of living approximating that
to which he has been accustomed here.

In some countries it ean not be had at any price; In others the
comforts which to-day are necessities here are luxuries abroad. Con-
sequently, although the general cost of living to the native of a
partienlar country may be lower than the average here, this does
not imply that an American can thrive under similar conditions nor
live as he has been accustomed to without incurring large exira ex-
penses, The high standard of living in this country, the innumerable
luxuries of yesterday which are necessities to-day, all make it
difficult and costly for the American abroad to give his family the
environment which it would enjoy here,

AMERICANS AS PERMANENT FOREIGN RESIDENTS

Contrary to general belief in this country, Americans who go
abroad for business and similar purposes almost invariably return
to the United States here to permanently reside. In most cases
Americans consider it a sacrifice to live abroad and the novelty soon
wears off. An examination of the consular records of our prineipal
foreign colonies would no doubt show a great shifting population with
a notation * Returned to United States permanantly " in most in-
stances. After five years of residence in almost any foreign com-
munity one becomes known as ‘“an old timer,” The absence of the
many comforts of life, the lack of sanitation in certain communities
and other unhealthy conditions, the inadeguacy of educational faclll-
ties in others, the difficulty of mastering foreign languages, the Im-
possibility of bharmonizing with the customs of forelgn peoples, the
disappointments in business ventures—these are but a few of the
many motives which contribute to the early return of so many
Americans to this country after a comparatively brief foreign residence.

Suppose an American has resided abroad over a period of years and
then wishes to return here. What is the situation which confronts
him? He 18 entirely out of touch with conditions in this country and
he has lost the thread of success in our ever-changing American life,
Heo can not compete with the man who has stayed here, identified him-
gelf in a particular community, and has risen through the ranks of a
business, profession, or other occupation.

This means thas® Americans residing abroad for a perlod of years
must accumulate or endeavor to accumulate sufficient means to enable
them to subsist when they return here to permanently reside. Conse-
quently they prefer their investments in this country, and thus these
accumulations immediately or eventually return here for permanent
capital employment,

Mr. SMOOT. That completes all the committee amend-
ments, and the bill now, of course, is open for individual
amendments.

Mr. SMITH. Mr. President, I desire to offer an amendment.
There is no particular place where my amendment should be
placed, as it pertains to the method by which we will close
up and finally settle the question of a receipt for a tax paid.

Mr. DILL. Mr. President; does not the Senator from South
Carolina think the amendment of such importance that we
ought to have a quorum present?

Mr. SMITH. I think perhaps we had better have a quorum.
Mr. DILL., I make the point of no quorum.

The PRESIDING OFFICER. The clerk will call the roll.
The Chief Clerk proceeded to call the roll.
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Mr. MOSES. Mr. President, has the amendment been stated?

Mr. DILL. No; but I think it is well to have a quorum
here when it is stafed.

Mr. SMITH. That is one reason why I desired to have a
quorum.

Mr. MOSES. Although the eclerk has begun the roll call,
I think no one has yet answered, so I am not interrupting it,
May I further ask the Senator from South Carolina if his
amendment is likely to lead to much debate?

Mr. SMITH. I do not think so. I hope the amendment
will so appeal to the Senate that it will be voted for without
much opposition.

Mr. MOSES. Of course, all of us who have individual
amendments hope they will be accepted by the Senator in
charge of the bill, so that there will be no debate at all.

Mr. SMITH. So far as that is concerned, the amendment
as I am offering it will, of course, have to take its course.

Mr. DILL. Mr. President, I insist on the point ' of no
quornm,

The PRESIDING OFFICER. The clerk will proceed with
the roll call.

The Chief Clerk called the roll, and the following Senators
answered to their names:

Bayard Frazier McMaster Sheppard
Blease Gagrge MeNary Shipstead
Bratton Gillett Metcalt Shortridge
Broussard Golt Moses Simmons
Bruce Hale Neely Bmith
Butler Harreld Norbeck Smoot
Cameron Harris Norris Stanfield
Capper Harrison Nye Btephens
Copeland Heflin Oddie Trammell
Deneen Jones, Wash, Overman Tyson
Dill Kendrick Pepper Warren
Edge Keyes Pine Watson
Fernald K.inlg Ransdell Weller
Ferris La Follette Read, Pa_ Willis
Fess McKellar Rohinson, Ind.

Fletcher MeLean Sackett

The PRESIDING OFFICER. Sixty-two Senators having
answered to their names, a quorum is present.

The Senator from South Carolina will proceed.

Mr, SMITH. Mr, President, I offer the amendment which
I send to the desk. I suggest that the amendment should
be inserted on page 289, after line 10.

The PRESIDING OFFICER. The amendment proposed by
the Senator from South Carolina will be stated.

The CHIEF CLERK. On page 289, after line 10, it is proposed
to insert the following:

When returns are made in accordance with the rules and regulations
prescribed by the Treasury Department for making returns for taxes
imposed by this act, and such returns are made by or with the aid
of an official of the Treasury Department qualified to make such re-
turns for the taxpayer or to aid in making such return, the amount
thus found due, when paid by the taxpayer, there shall issue to him
by the Treasury Department a receipt for the same, which shall ba
final except for actual fraud.

The Secretary of the Treasury is hereby authorized and directed to
designate for each State officers of the Treasury Department in num-
ber adequate to the requirements of the taxpayers thereof qualified to
make or aid in making returns as prescribed by the Treasury Depart-
ment, which shall by rule preseribe the times when and the places at
which the services of such officers will be available.

Mr. SMITH. Mr. President, I think every Senator in this
Chamber and every citizen of the United States will agree that
since the adoption of the income-tax amendment to the Con-
stitution and the statutes enacted for the purpose of carrying
that amendment into effect we have reversed the policy of our
laws in reference to our citizens. In all of our criminal
procedure, we take it for granted that the person accused is
innocent until proven guilty. In our attitude toward our tax-
payers, however, we seem to take it for granted that every man
is a scoundrel until a board of officials at the Treasury Depart-
ment or elsewhere proves that he is honest. The entire discus-
sion of the income-tax question, whenever the relation of the
income tax law to the taxpayer has come up, has had in it a
note and flavor to the effect that every man who is called upon
to pay taxes to support his Government is attempting to de-
fraud his Government and is a man without character, That
is evidenced by some of the arguments which have been made
on this floor and by the very system which we have put into
operation. The whole attitude of the Government has been
that a host of spies, inspectors, inguisitors, shall search mi-
nutely into every detail of each tax return in order to ascertain
whether or not the citizen who has made the return, who is a
free American and who has sworn to it, has either ignorantly
or maliclously defrauded the Government out of what it is
rightfully entitled to under the law,
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TLet us analyze this situation. Congress passed the income
tax law. We, who are charged with the responsibility of
formulating a statute under which there might be collected
from the income-tax payers of this country an amount requisite
to the needs of the Government, have enacted a law and have
graduated and scaled the taxes to be imposed, Then the de-
partment has prepared and issued forms and blanks on which
tax returns shall be made, the character and nature of which
has made it impossible for the average taxpayer of the country
even to approximate their full import or to be able to make
out his tax return.

I submit, as a simple question of honest dealing with the
citizens of this country, that we have no right to impose upon
them the miserable piece of machinery now provided for the
collection of the taxes which the citizens owe. Not only should
the form of tax return be simplified, but if it can not be sim-
plified you and I are in duty bound to furnish the taxpayer
the machinery by which when, as an honest citizen, he has
sworn to the correctness of his return that he shall have a re-
ceipt for that which he has tendered his Government under
the law to which you and I have forced him to accede.

What is the condition now? I have just finished going
through with the department a tax return for the year 1917 in
connection with which an extra assessment was made. Through
the years 1918, 1919, 1920, 1921, 1922, 1923, 1024, and 1925 a
citizen, as honest and upright as any man who sits on this
floor, has been dragged back and forth from Washington, has
been forced to employ legal advice, has been put in the attitude
of a constructive eriminal by his Government when he made an
honest return of all that under the cirenmstances he thought
he was justified in returning. He made the return with the aid
of an official of the Government, and yet for eight long years
he has been harassed by his Government in order for them to
colleet what they consider, or what different officials consider,
an assessment still due the Government. The upshot was that
after all these years, when a really competent officer of the
department visited my city and went over the return and the
papers, there was remitted to the taxpayer $1,800.

Mr. President and Senators, this thing is so manifestly
plain on its face that I think it hardly needs any argument.
If we formulate the rules under which a taxpayer is to make
his return, and we specify the information upon which the
returns shall be based and the amount of the deductions and
additions and then the Treasury Department furnishes a com-
petent officer to go over it with the taxpayer and the taxpayer
lays his cards on the table and, collaborating together, the
citizen and the department official work out what the taxpayer
owes the Government, when he has tendered the amount that
is thus found to be due under his oath, the Government ought
to give him a receipt.

Mr. WATSON. Suppose he makes a mistake against
himself?

Mr. SMITH. I think that it is better that he should be
allowed to make an honest mistake than that you and I,
who formulated the law, should hound him for four or five
years and put him in the position of a constructive criminal
becaunse he has made a mistake.

Mr. WATSON. But suppose he makes a mistake against
himself, the taxpayer?

Mr. SMITH. The rule ought to work both ways. If a
mistake is made against the taxpayer, as a matter of course
let that be final.

Mr. WATSON. Let it be final?

Mr. SMITH. And if there is a mistake against the Gov-
ernment let that be final, unless there may be some process
provided by which, upon request, the matter may be adjusted
without a legal binding process.

The point T am making is this: It would be infinitely better,
as I think the Senator from Indiana will agree with me, for
us to lose half the revenue we are getting than to ereate the
gpirit that we have created in the hearts of the American tax-
payers. I do not believe there has been anything done since
this Government was formed that has produced as much firri-
tation and as much resentment and as much contempt for our
Government as the method by which we collect the income
taxes,

My proposal is simple enough. The amendment provides
that where the Treasury Department prescribes certain rules
amd regulations, according to which tax returns are to be
made, and an official, properly qualified, collaborates with the
taxpayer, and the taxpayer lays his cards on the table and the
amount is found which is dune the Government, then the tax-
payer shall bave a receipt which shall be final except for
actual frand.

I wish that it were possible for us to get a tabulation of the
rost to the taxpayers of emple¥ing counsel, running from their
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homes to Washington, back and forth, and paying their other
expenses. I will guarantee the assertion that the amount of
money the taxpayers have paid out in attorneys’ fees, in rail-
road and other expenses, and in loss of time has been twice
the amount that the Government ever received by virtue of the
mistakes alleged to have been found and the additional amounts
paid because of such mistakes.

As the Senator from Florida [Mr. FLercarr] suggests, there
are accountants, bookkeepers, auditors, a host of young men
running about over the country duplicating each other’s work.
When one inspector has been over the figures, the next year
another one comes.

Every honest citizen of this country is willing to pay his
tax; he wants to pay his tax; but he does not want a horde
of inspectors and spies turned loose on him to harass him
after he has honestly attempted to meet the requirements of his
Government.

Do you consider it no expense and burden to a taxpayer that
when the officer of the law says: “I find that there is due
from you fo the Government so much,” he must obey him?
What does the Government do? It says: “There is due from
you so much. We make an assessment on vou of so much.”
Then, in order to protect himself, the taxpayer must go right
away and employ legal counsel. Where is the matter to be
finally adjudicated? First he may take it to the local revenue
department. There the decision is not final. Then a trip to
Washington is necessary. Then experts must go over his books
and audit them again; and the resunlt is that the cost to the
Government itself exceeds the amount it eollects, and the cost
to the taxpayer exceeds the amount involved, to say nothing of
the feeling that it engenders.

Why is it not my duty and your duty so to fix the law that
the proper officers shall collaborate with the taxpayer; and
when the requirements of the law are met in the first instance,
and he swears to the return, why should not that be final until
or unless actual fraud is discovered or an attempt to defrand
the Government?

I take no stock in the seeming thought and attitude that we
have toward the host of taxpayers of this country. Listen to
the debate on the floor of the United States Senate! One
would think, to hear us speak about how we must frame a law
in order that the scoundrel may not slip through its meshes,
that we are sent here by a horde of thieves, and come here as
the only honest men in the country to frame laws to put out
a dragnet and draw them in and take what we can before they
slip out.

Our whole attitude in discussing this entire tax bill has
been that the taxpayer will evade the tax if we do not make
it so burdensomé, so complex, so intricate, that nobody can
make the return for the taxpayer but a skilled lawyer, an
expert; and even that is not to be settled for four or five
yvears, It is the most monstrous proposition ever put Lefore
the American people.

We have framed the law. We have pointed out the things
to be taxed. We have pointed out the method by which the
tax Is to be collected. We have forced the law upon the citi-
zens of this country and have made it so intricate and com-
plex thdt we kunow, you know, 1 know that the average man
can not intelligently sit down and make out his tax return.
Fifty per cent of the Members of the Senate ean not do it.

I will guarantee the assertion that Senators in this body who
have made out their tax returps have had assessments made
against them subsequently, and have been called npon subse-
quently to pay an additional tax., Ilere we, the people who
make the law, are not competent to sit down and make ount the
returns under it. We have made it so that we force the citizen
to go to an expense sometimes equal fo or exceeding the amount
of the tax to get the proper legal counsel, and then he is not
sure of what he has. Four or five or six or seven years after-
wards, perhaps after he has gone out of business, perhaps
after some disaster has overtaken him, the Government comes
and levies an assessment on him, and he is then haled into
court or dragged before the department and put in the attitude
of an offender against the Government which he would love
and does love to support.

We have no right to do this thing, Talk abont our restrict-
ing and placing the bar of limitation for two years! It onght
not to be any longer than an honest man can see the terms and
the amount, swear fto the return and gign it, and his Govern-
ment ought to give him quittance then.

When I first drafted this amendment, a Senator said to me,
“Why, it is impossible of administration.” Mark you, he said
that the Government could not get enough experts to help me
and the other taxpayers make out our returns. What right have
we not to provide the machinery to put into operation this
complex thing that we have forced upon the citizens of this
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country? The main taxpayers are the nonprofessional men.
Are we justified in forcing the citizens to employ outside profes-
slonal aid to perform a duty that we impose upon them? How
will you justify it? It is not a theory; it is a fact. You know
that no man of comparatively large affairs can sit down and
make out his own tax return; or, if he does, he knows that
he is liable to be assessed an additional amount even when he
employs what he thinks is the proper legal help.

Mr. SHGRTRIDGE. Mr. President, if it does not break the
thread of the Senator's remarks, what s the remedy he sug-
gests? I was not in the Chamber when the Senator began his
remarks.

Mr. SMITH. Just let me read to the Senator my amendment,
which is a good American doctrine. I want the Senator to
hear it:

When returns are made in accordance with the rules and regula-
tlons prescribed by the Treasury Department—

We pass the law, and they preseribe the rules and regula-
tions under which the returns are to be made—

for making returns for taxes imposed by this act, and such returns
are made by or with the aid of an offleial of the Treasury Department
qualified to make such returns for the taxpayer or to ald in making
guch return, the amount thus found due, when paid by the taxpayer,
there shall fssue to him by the Treasury Department a receipt for
the same, which shall be final except for actual fraud.

1 ask the Senator from California, as I asked my other col-
leagues here, what right have we not to make a provision of
that kind, but to force the taxpayer to come here, and leave
the door wide open for a host of inspectors and investigators
to harass that honest man until we have driven him fo a polnt
where he-believes, not that honesty is the best policy, but that
dishonesty and dodging is the only way in which he can save
himself? We have no right to do it, This is a simple, direct
method of closing the matter,

Think of the host we ngw have of inspectors and additional
inspectors and auditors and accountants, hosts of them em-
ployed by the department and employed by the citizens to try
to meet the requirements laid upon them by the law!

I have another paragraph to this amendment that should
appeal to us, and that is:

The Secretary of the Treasury is hereby authorized and directed
to designate for each State officers of the Treasury Department in
number adeguate to the requirements of the taxpayers thereof gqualifled
to make or ald In making returns as prescribed by the Treasury
Department, which shall by rule prescribe the times when and the
places at which the services of such officers will be available.

Mr, President, we have in every State in this Union a branch
of the Internal Revenue Bureau. It would be an easy matter,
but even if it were a hard matter, it is our duty to provide
those who are competent, in the first instance, under the rules
and regulations prescribed by the Treasury, to go over finally,
to go over particularly and carefully the refurn of the tax-
payer.

He has 65 days from the 1st of January until the 15th of
March—plenty of time to serve notice by every local inter-
nal-revenue department, plenty of time for him to assemble
his facts and avail himself of this offer of the Government,
plenty of time to get all the facts assembled and make his
return and get his receipt; and then, uniess there is actunal
fraud, we ought to allow him to go and attend to his busi-
ness, and not have this possible menace over his head until
such time as the Government and its agents may see fit to re-
open the case.

Mr. WATSON. Mr. President, will the Senator yleld?

Mr. SMITH. I yleld; yes.

Mr. WATSON. I gulte agree with the Senafor In what he
says about the perplexitles and involvements of the income-
tax return; but the question is whether the Senator's remedy
is adequate, or, indeed, not worse than the disease.

Mr. SMITH. What disease ecan be worse than the one
we have now?

Mr. WATSON. It would fake at least 10,000 men to do this.

Mr. SMITH. The Senator is merely speculating as to that.

Mr. WATSON, No, Mr. President. :

Mr. SMITH. Wait a minnte, now, before we get away
from that statement about “at least 10,000 men.” In the

name of Heaven, how many does it take now, and what does
it cost now, to aundit and reaudit and reaudit the books?
Somebody does it.

Mr. WATSON. Yes; somebody does it, but somebody does
not o it as a finality. For example, the refunds after all the
investigations made this year amounted to five hundred and
some million dollars. The collections by the Government after

all the investigations made amounted to two billion eight hun-

CONGRESSIONAL RECORD—SENATE

3785

dred and some million dollars. In other words, under the
Senator's system, to start with there would have been a loss
of about two billlons.

Mr. SMITH. How much did the Senator say had been col-
lected?

Mr, WATSON. There has been collected for the Govern-
ment, as a result of reinvestigation, $2,800,000,000. There has
been paid, by way of refund to the taxpayers, $554,000,000.

Mr, SMITH. Does the Senator claim that those are official
figures?

Mr. WATSON. Oh, yes; they are official figures. I know
the figures; and therefore there would be a loss at once to the
Government of $2,300,000,000 to start with.

Mr. SMITH. Does the Senator mean that the exira assess-
ments that were made and collected amounnted to $2,000,000,0007

Mr. SMOOT, Two billion eight hundred million dollars.

Mr. SMITH. And the rebates were how much?

Mr. WATSON. Five hundred and fifty-four million dollars
of refunds to individual taxpayers.

Mr. SMITH. That covered how many years? It covers all
the years the Income tax has been in operation, does it not?

Mr. SMOOT, From 1917.

Mr. WATSON. From 1917 down to the present time.

Mr. SMITH. And will the Senator tell me how many dollars
have been recovered in the last three or four years?

Mr. WATSON. I can not do that

Mr. SMITH. Now, even taking those enormous figures, I
should like to have available and presenfed to the Senate lhow
much it has cost the taxpayers of this country in lawyers'
fees, in reaunditinzg books, in loss of time, in railroad fares, in
order that the Government over eight or nine years might col-
leet $1,500,000,000 in excess of what they would have collected
had they not had the unlimited recourse that they have.

I state here now that if it had been $5,000,000,000, I would
rather lose the billion five hundred million than to lose the
spirlt of respect and confidence in my Government which we
are forcing our citizens to lose under the present miserable
system.

I believe, besides that, that an investigation of the figures
will show that as the years have gone by and we have be-
come more accustomed to the method of making out the re-
turns, the amount collected has been smaller.

We may say what we please and talk as we please about
the amount that was collected by virtue of reinvestigation, the
amount lost to the American people at the cost of their respect
for the Government has more than doubled that. As I said
before, I would rather lose in eight years a billion five hundred
million and take the taxpayers’ sworn statements as accurate.

Mr. WATSON. Mr. President, I can give the Senator the
figures now for 1922, 1923, 1924, and 1925. The amount of tax
defliciencies totaled $1,758,000,000.

Mr. SMITH. How much was collected?

Mr, WATSON. That is the amount of the tax deficiency.

Mr. SMITH. How much was collected?
hlﬁ{r- WATSON. There was collected in that time eleven

on———

Mr. SMITH. No: I mean in the years for which the Senator
had the report as to deficiencles.

Mr, WATSON. In 1922, 1923, 1924, and 1925 the collections
were——

Mr. SMITH. No; I mean how much was collected as addi-
tional assessments?

Mr. WATSON. The result of reaudits?

Mr. SMITH. Yes.

Mr. WATSON. One billion seven hundred and fifty-eight
million dollars.

Mr, SMITH. That much was collected?

Mr. WATSON. Yes.

Mr. SMITH, What did it cost to collect it?

Mr. WATSON. I do not know.

Mr. SMOOT. The total appropriations by the Treasury De.
partment for the four years would not have been one-fourth of
that amount, taking in everything, in Washington and every-
where else.

Mr. WATSON. For those four years $1,758,000,000 were col-
lected for the Government, and there were refunds to indi-
viduals of $450,000,000. :

Mr. SMITH. I have not had time to study those figures, and
they would not have influenced me if I had studied them, for
the simple reason that it is a monstrous preposition. Let me
put this to the Senator: Does he think that as lawmakers we
are justified in providing for such a miserable, complex method
of tax return that after a citizen has sworn to it we can send
out a host of Investigators and collectors and collect, in addi-
tion, $1,700,000,000, to say nothing of the cost of the reassess-
ments and the aggravation of those who have been reassessed?
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Does the Senator think we are justified in having such a com-
plicated system, both of the assessment and the method of col-
lecting the tax, as to make such diserepancies as that possible?

I have not analyzed these ficures, but I do not believe that,
outside of the excess-profits taxes and certaln other exigent
taxes, we ever collecied any such amount,

Mr. WATSON. These are the official figures.

Mr. SMITH. 1 understand; but the excess-profits taxes
came in, and these exigent taxes came in, which are now prac-
tically a negligible amount, They are nothing in comparison
with what they were just a few years subsequent to the war.

Mr. WATSON. The Senator must remember that we re-
pealed the excess-profits tax at the end of 1921 by the tax law
of 1921,

AMr. SMITH. That is gone, and, as a matter of course, that
excess-profits tax was very difficult to collect.

Mr. WATSON. It was,

Mr. SMITH. And it was a war tax. We are now down to
the basis of taxes based on the income from property, and I
maintain that, as we have come to that, we should simplify
the meéthods. The Senator has no way of figuring, nor have I,
what the assessments and collections would have been if the
taxpayer had been furnished with an experienced, gualified
official to help him make out his return,

Eliminate the excess-profits tax, eliminate the exigent taxes,
which disappeared after they were not needed, subsequent
to the war, and come down to what we have classified
as taxable matter in this bill, and then furnish us with a
qualified official who will aid in making out the return, and
what is lost in taxes will mean a gain in satisfied and con-
tented citizenship.

I maintain that of all provislons we ought to incorporate
in this bill, the most important is the provision that when
the taxpayer has made his return, sworn to his retorn, teo-
dered the money to his Government, and they have received
it, he should receive a recelpt, and his return should not be
reopened except upon charge of actual fraud.

Mr. WATSON. The law itself was exceedingly complex,
dealing with immense sums of money, and enforcing the has-
tiest collection, in 1917,

Mr, SMITH. Yes. ~

Mr, WATSON. Then, under the revision of 1921 there was
an attempt to simplify the language so that the average tax-
payer might at least begin to understand it.

Mr. SMITH. Yes.

Mr, WATSON. Then, when the next revision came, in 1924,
there was a further effort to simplify the language. Since
that fime the experts have been studying the question of
phraseology, so as further to simplify the language, to make it
impossible in the future for taxpayers to make these mis-
takes, especially these egregious blunders, which largely led
to the great annoyance; and that is coming abouat.

Mr. SMITH. The Senator has put his finger exactly on
the crime we committed, for it was really that. In order to
get income we made such a complex piece of machinery that

it has resumlted disastrously to the citizens of this country. |

We would have better done with less, or raised the tax higher
and made the return simple, and taxed fewer things, than to
have sent out this piece of complicated machinery to the vexa-
tion of every taxpayer.

Mr. SMOOT. Mr, President, I ask unanimous consent that
when we recess to-night we recess until 11 o'clock to-morrow
moriing,

The PRESIDING OFFICER. Is there objection? The Chair
hears none, and it is so ordered.

Mr. SHORTRIDGE. Mr. President, will the Senator yield
to me for just a moment?

Mr. SMITH. Yes,

Mr. SHORTRIDGE. A few days ago when this subject was
before us I engaged in a short colloquy with the Senator from
Michigan [Mr. Couzexs], in the course of which I took the
liberty of making certain statements which I recall now, some-
what in support of the thonghts very forcibly expressed by the
Senator from South Carolina.

1 said then, and I repeat now:

If the Benator will permit me an additional sentence, I will not
interrupt forther. It fs not in any contentions spirit, but T have
heard =0 much along this line that 1 beg leave to state that I think
where the citizen, the taxpayer, the honest man, or the honest woman
enters into an agreement with his or her Government, and acts upon
that agreement;, the Government, as well as the citizen, should be
bound by the agreement. I apply the same principle of law to the
Government and to soch a case that I apply as between two citizens
who in good faith enter info an agreement ard @ct upon that agree-
ment. It is a well-known, universal, immemorial principle of equity
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that where an agreement has thus been entered into it may not be
set aside vnless there is charge of fraud or excusable mistake; but
the Government has not acted on that theory In many, many Instances.

Mr. SMITH. And particularly this one.

Mr, SHORTRIDGE. If the Senator will permit me to say
it, I do not know whether the remedy suggested cures the eyil
pointed out by the very thounghtful Senator from South Caro-
lina, but I do believe that the same rules which govern as
between two honest men should govern as between The honest
citizen and his Government, and that where the Government,

[ speaking through an authorized agent, enters into an agree-

ment with the honest citizen, that agreement should become,
be considered as, and be held to be an account stated, just as
an agreement entered into between two citizens becomes an
account stated.

I further believe that where such an agreement has been
entered into and acted upon, that agreement is not to be set
aside, is not to be opened up, unless there is a specific charge
of fraud on the part of the citizen, or mistake which, in law,
is known as an excusable mistake,

Mr. SMITH. Let me ask the Senator this question: Does
he think we are discharging our duty when we pass a tax
law—which In itself, of course, is a burden—and so frame the
law as to make it absolutely mentally impossible for a vast
majority of the taxpayers to make out properly thelr returns?
Then, after we have made that impossible and the taxpayer
has gone to the expense of employing counsel, the best he may
obtain, paying that additional tax, employing counsel to do
the best he can to meet the requirements of his Government,
ghould we then make him liable to the further expense and
annoyance of having his return reaudited and reinvestigated,
compelling him to go from his home to Washington, or to his
capital, having still further to employ counsel, and still fur-
ther to incur expense, not taken out of the Government, not
taken out of the Sepator and me, who frame the law, or the
Government that forced its citizens into acquiescence, but taken
out of him, not only a tax to meet the Government's expenses
but the tax to meet the legal requirements of making it out?
I state to the Senator that it would be perfectly competent
and T believe fairly within the rules of equity wherever a tax-
payer makes out his return for the Government to pay him a
reasonable attorney’s fee to aid him in doing it. Does not the
Senator think that would be right?

Mr. SHORTRIDGE. Mr. President, the Senator has put
a rather complex or compound question, which involves many
elements,

Mr. SMITH. Just let me put it this way——

Mr. SHORTRIDGE. Permit me. I am in sympathy with
the Senator’s attitude. We are not opposing one another. I
appreciate what he is saying. I sympathize with what he has
stated. I am only concerned as to the remedy. If the Senator
will be good enough to grasp what I said briefly, I think we
agree that there should be a day of adjustment and settlement
as between the taxpayer and the Government, and I agree
with the Senator, if I understand his position, that where there
has been a coming together and an acceptance of the amount,
there being no fraud, there being no excusable mistake, that
the settlement should be a finality, applying the same rules of
law that obtain and control in a settlement, an account stated,
between two citizens. Of course, the Government should not
be bound by the act of an unauthorized person.

Mr. SMITH. That is right.

Mr. SHORTRIDGE. And, of course, where there Is a set-
tlement and the parties aet upon it, it should not, in my jndg-
ment, be opened up in the manner the Senator has suggested
unless, as I repeat and emphasize, as I think the Senator from
South Carolina has dome, there should be such evidence pre-
sented as would show what we term in law excusable mistake
or a positive fraud perpetrated in and about the settlement.

It will help the Senator, I think, if I further suggest that
the Government in matters of taxation, of course, is acting as
a sovereign. I would apply the same rules to the sovereign
when acting in that capacity as I would apply and as a court
of equity would apply where the Government enters a court of
equity asserting its rights as a landowner or property owner.
The Senator knows, every lawyer knows, every well-informe:d
person knows, that when the Federal Government or a State
government enters into a court of equity, its own court of
equity set up by itself, and seeks equitable relief as against a
citizen, the Federal Government, mighty as it is, or the State
government, powerful as it may be, enters that court of equity
as the humblest, the most ragged citizen,

It does not enter with all the trappings of sovereignty, with
all the power of sovereignty, but it enters that court as hnmble
and as feeble as the most humble and feeblest citizen, sub-
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mitting itself to the rules of equity. And if in a given case
the citizen would be deprived of rellef, if by equitable prin-
ciples the citlzen would be estopped from asserfing even a
legal right, the Government is estopped.

It might be of value to those interested in the problem,
which has a bearing upon the matter the Senator is discussing,
if Senators would turn to the great case of the State of Iowa
against Carr, wherein this principle, this doctrine, is stated
with great force and with an amplitude of authority to sus-
tain the doctrine. I have elsewhere, unheard and perhaps un-
noticed, said on many occasions, even as the Senator in better
and finer terms has expressed it, that the Government should
not alienate the people, should not so pursue the people as
to cool thelr love for it. I believe that the attitude which the
Government has taken in numberless instances has had this
deplorable result—that the citizen’s love for his country is
cooled, if not entirely dead.

I believe the laws should be made more simple, but just how
the pending bill could he made more simple I can not now state.
But if I grasp the purport of the amendment now offered by
the Senator from South Carolina, it is that there should be a
settlement as between the Government and the citizen, which
settlement should be regarded as an account stated, not to be
opened unless there is positive allegation of fraud or excusable
mistake.

Mr., SMITH. I think I have fulfilled the necessary require-
ments when I provide that there shall be a qualifiled govern-
mental official to partieipate on the part of the Government in
making out the returns. If it took twice the time that it now
takes, and if that officlal were not competent, it is our duty
to see that we do furnish the taxpayer with the proper facili-
ties for making out his tax return.

Mr. REED of Pennsylvania. Mr. President, I did not have
the advantage of hearing the first part of the debate, but I
want to ask the Senator whether he has ever calculated the
number of officials that it would be necessary to employ for
that purpose?

Mr. SMITH. I just replied to that very question which
was asked a few moments ago. Somebody is employed now.
Somebody makes out the returns now, Bomebody goes over
them now. Whose duty is it? What somebody should do
that? What somebody should that be? If the Benator and I
impose upon the taxpayers of the country a certain duty that
he and I know they are not competent to perform, namely,
the intelligent filling out of a tax return, does he not think
common justice would make him and me vote for the furnish-
ing of material to earry out that which we have imposed upon
the taxpayers? The Senator knows that there are Senators in
this body who can not make out their tax returns or, if they
do, there are mistakes found—found by whom? They may
be for or against the Senator.

The contention that I am making is that if the very exigen-
cies of the case require the return to be so complex that the
citizen must employ legal assistance it is our duty to furnish
that legal assistance. There is no escape from that sltuation.

Mr. REED of Pennsylvania. Yes; I think there is. It does
not seem to me that it is necessary for a citizen to employ aid
in the average case. If he makes truthful answer to the
questions asked in the blank his return is sufficlent. The cal-
culation of the tax is purely a matter of arithmetic, and in a
country where literacy is as great as it is in this country, I
should say that about 98 per cent of the taxpayers could make
out their own returns. :

Mr. SMITH. The Senator says the average intelligent man
can make out his tax return, and I will admit that men are
all honest. That is the attitude of our Government as distin-
gnished from some others, in that we assume a man is inno-
cent until he is proven gullty.

Mr. REED of Pennsylvania. The average man is honest.

Mr. SMITH. Yes; I agree with the Senator. To aid him
a little, I think if we would furnish our Internal Revenue
Bureau in the several States with a comparatively few well-
equipped men, it would answer the purpose. The number of
taxpayers we have now is something over a milllon. We now
have in the States comparatively few who would have to make
returns, and they have 65 days in which to make them.

Taking the Senator’'s own admission that they are honest,
that they are intelligent enough to make up thelr own returns,
and the only thing to do #s some matter of addition and multi-
plication, let us furnish them with aid where they need the aid
and then give them receipts. If the taxpayer is an honest man,
competent to make out his own tax return, why does the Sena-
tor want to leave him a vietim for four years for the exploita-
tion of such agents as may be sent out to audit and reaudit
and go over and visa every return? The Senator's own state-
ment was that the majority of them are honest, and the ma-
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Jority of them are more or less competent, and I maintain
that by furnishing them a little aid no harm would be done to
give them receipts and stop this spying and espionage.

Mr. REED of Pennsylvania. Let us figure that out for a
moment. There will be between 6,500,000 and 7,000,000 returns
due on the 16th of March at the minimum. They have, as the
Senator said, 65 days in which fo prepare those returns. As-
suming that everybody starts promptly on the 1st of January,
assuming that everybody works on Sundays and holidays, that
means 100,000 returns every day, including Sundays and holi-
days.

Mr, SMITH. In 48 States.

Mr. REED of Pennsylvania, One hundred thousand re-
turns in the United States. Assume also that one of the
experts can dispose of a return every 80 minutes, thongh I
think it is quite unlikely that he can. He could scarcely ask
the necessary questions and do the necessary writing and the
necessary computations to fill out a return in 30 minutes,
That would be 16 returns per day for each day of eight work-
ing hours for each expert. If we are to do 100,000 returns
per day, it would take 6,000 experts working steadily eight
hours a day, Sundays and holidays included. Has the Senator
calculated what that would cost?

Mr. SMITH. I calculate that they may make them out in 65
days, and I also calculate that we have already enough men
employed to inspect all of these returns. It seems to me that
we could provide in the States sufficient experts. I think it
is our duty to do it, army or no army of experts. I think in
order to avoid what the Senator from Virginia [Mr. Grass]
complained of the other day, when he himself said, though he
did not say it on the floor of the Senate, that it would take a
vast army, of course, to administer the amendment I propose.
But, I say, suppose it did? It would take a very small addi-
tion to the force we already have. I have not taken the trouble
to find out just how many employees there are in the several
internal-revenue offices in the several States plus those in the
Internal Revenue Department in Washington. I do not know.
But I do know that it 1s our duty to see to it that a ecitizen,
when we have forced upon him a condition that he can not
meet, should be provided with the means of aid to meet it.

Mr. GLASS. Mr. President, does the Senator imagine the
Internal Revenue Bureau would be able for a period of 65
days only to employ between 6,000 and 10,000 experts, whose
services 1t would have to dispense with at the end of 65 days?

Mr. SMITH. That is proceeding upon an assumption that I
myself have not figured out, but if it was our duty to do it
we would figure it out. It is a question of whether it is our
duty or not. The Senator from Virginia can satisfy himself
as to whether we are justified in formulating a law that re-
quires the services of an expert to make out the return of a
citizen's tax or a mechanic to make it out—whether we are
justified in forelng our citizens into that position and forcing
them to employ an expert attorney’s aid, or whether it is our
duty to furnish that aid. It is not a gquestion of how many
it will take. It is not a question of what it will cost. It is
a question of our duty to those on whom we have imposed this
burden.

Mr. GLASS. If I were to concede that it is our duty, which
I do not concede——

Mr. SMITH. Why is it not our duty?

Mr. GLASS. If I were to concede that it is our duty to do
it, I say that the Senator's proposal 1s impossible. It ecan not
be put into practical operation.

Mr. SMITH. Why not?

Mr. GLASS. I have just told the Senator why it ean not
be done. It can not be done because it is an impossibility for
the Internal Revenue Bureau of the United States to employ
between 6,000 and 10,000 expert tax accountants for a period
of 65 days and then dispense with their services at the end of
that period.

Mr. SMITH. Very good. Then the Benator and I have no
right to impose a law on the people that requires them, out of
their pockets——

Mr. GLASS. It does not require them to do it at all.

Mr. SMITH. Why does it not?

Mr. GLASS. It is the misfortune of any man who can not
make out his own tax return.

Mr. SMITH. I have heard the Senator say——

Mr. GLASS. Yes; that I can not make out my own return,
nor can I, and I employ somebody to do it for me.

Mr. SMITH. Then the Senator thinks we are justified in
enacting a law which requires legal assistamce in making out a
return under it, and then for four or five years officlals to be
haled back.and forth from Washington In order to meet assess-
ments that grow out of, not the expert but the very man whom
the Senator has denounced here on the floor of the Senate.
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I would rather go to the expense of hiring 8,000 or 10,000
experts for 65 days than do the very thing that the Senator
called the attention of the Senate to here the other day.

Mr. GLASS. But you can not hire them; they are not in
existence to be hired.

Mr. WATSON. On the 1st day of January there were 14,806
employees in the Internal Revenue Bureau. Ten thousand of
those can not make out one of these tax returns so as to permit
it to bind the burean and to bind the Government for the
return made.

Mr. SMITH. It comes back to what I said at the very out-
set, that there has been provided a form for returns that is a
disgrace to the United States Congress in respect to its atti-
tude toward its citizens.

Mr. WATSON. How is the Senator going to help it? We
have done the best we could.

Mr. SMITH. Heaven help the worst, if this is the best.

Mr. GLASS. All of us could well wish that there were not
s0 many complications in the law; we all might well wish that
it were simple enough for a business man to understand and
act upon it; but it is not. If it can be made so, if the Senator
from South Carolina can make it so, we will all rise up and
call him blessed. o

Mr. SMITH. Yes; but the Senator from South Carolina is
simply claiming what the Senator from Virginia himself ad-
mits, that it is eapable of further practical reduction to a more
gimple form.

Mr. REED of Pennsylvania. Oh, no, Mr. President; it is
capable of many improvements which will add to its simplicity ;
but every time we propose such a change the representatives of
the interests which are going to be affected by it deluge the
Senate with telegrams and letters and lobbyists, and the change
is defeated.

Mr. SMITH. Yes; and when I submit an amendment pro-
posing a method to simplify the process and relleve the tax-
payer I am deluged with statements to the effect that it might
take 10,000 employees for 65 days. I would rather take 100,000
employees, even if it cost the Government half of what it col-
lects, than to leave the citizen to be hounded as a citizen of the
State of the Senator from Virginia was hounded by men who,
perhaps, had sinister motives, a proceeding which you and I
make possible by the method of our legislation.

Mr. GLASS. Those men had a period of four years in which
to review the tax returns, but the Senator is proposing to hire
an army of experts, which is not available 1t all, which does
not exist, to do the thing in 65 days.

Mr. SMITH. Well, somebody does it in 65 days. The Sen-
ator from Pennsylvania said the citizen is homest; that he is
competent. Therefore let us amend my proposition and pro-
vide that where the citizen has fllled out his return and sworn
to it and sent in his money the Treasury shall give him a
receipt.

Thg Senator from Pennsylvania said the citizen is honest and
is competent and can fill out the blanks. Now, let us take it
for granted that he is about as honest as we are, and abont
as earnest in his desire to pay taxes as we are, and as com-
petent to make out the forms as we are. Then let us dispense
with this host of Investigators, take the citizen into our con-
fidence as an American taxpayer, and say, ‘“Here is our
method of collecting our taxes; we have made it as simple as
we ecan; we are not going to impose upon you the necessity of
employing legal experts; make it out yourself, swear to it
and we will accept that; and if a mistake is made we will take
it-for granted that it was honestly made and that you are not
a rogue, and we will not send some Government spy to hunt
you up.” Let us amend it and say when a taxpayer makes
out his return in accordance with the rules and regulations
furnished him by the Government, swears to it, and tenders
his money, that that shall be final.

Mr. GLASS. If he does it In accordance with the rules and
regulations furnished him by the Government, there will be
no question in the world about its acceptance.

Mr. SMITH. Very well; I will accept that as an amend-
ment.

Mr. GLASS. No amendment of that sort is needed; the law
provides that, and the regulations provide that.

Mr. SMITH. It does not do anything of the kind; and the
Senator knows that it does not. (

Mr. GLASS. The Senator does not know that it does not.

Mr, SMITH. Rules and regulations are provided, and then
after the Government has accepted the money three or four or
five different investigators are sent out to search into the
details of the return; so where is the finality?

Mr. GLASS. If it is done according to the law and regu-
lations——

Mr. SMITH. Nobody knows the law: it is not done accord-
ing to any laws and regulations. The taxpayer does the best
he can; then an expert comes along and does the best he can
for his job; another one comes along and does the best he can
for his job, and between the two the citizen is drawn from his
home back and forth to Washington, as the Senator so graph-
ically pictured here some days ago, until he reaches the point
where he desplses his Government. I say that it would be
infinitely befter—and I never was more earnest in my life—
for us to provide that when the taxpayer has made out his
return to the best of his ability under the law, as set forth in
the return, and has sworn to it, he shall have a receipt. Then,
if the Government finds actual fraud, hale him to court; but
do not, after he has done the best he ean and tendered his
money, provide an interim of four or five years during which
he may be hounded down by the host of inspectors who are
sent out, and even by the department itself. It is a crime
against the American people.

Mr. GLASS, Mr. President, I wish very earnestly that the
proposition of the Senator were feasible, but, in my judgment,
it is utterly impossible.

SEVERAL SENATORS. Vote!

The PRESIDING OFFICER. The question is on the amend-
ment offered by the Senator from South Carolina.

Mr. BLEASE. Mr, President, I suggest the absence of a
quorum,
thThell PRESIDING OFFICER. The Secretary will call

e roll.

The Chief Clerk called the roll, and the following Senators
answered to their names:

Bayard Fletcher McKellar Backett
Blease Frazler MeLean Bheppard
Bratton George MeMagter Bhipstead
Broussard Glass MeNar Simmons
Bruce Goff Metea 1; Smith
Butler Hale Moses Bmoot
Cameron Harreld Norris Btanfield
Copeland Harris Nye Trammell
Deneen Harrison Oddie Warren
Din Heflin Pepper Watson
Edge Jones, Wash, Pine Weller
Fernald Kendrick Ransdell Willis
Ferris Keyes Reed, Pa,

Fess La Follette - Robinson, Ind,

The VICE PRESIDENT. Fifty-four Senators having an-
swered to their names, a quorum is present. The question is
on agreeing to the amendment offered by the Senator from
South Carolina [Mr. SMIiTH].

The amendment was rejected.

Mr. COPELAND. Mr. President, I send forward an amend-
ment, which I desire to offer to the pending bill.

The VICE PRESIDENT. The Secretary will read the
amendment,

The Cuier CLEr. On page 44——

Mr. SMITH. Mr. President—

UnThe VICE PRESIDENT, The Senator from South Caro-

a. )

Mr. SMITH. Mr. President, my attention was diverted for
a moment, during which time the Chair put the guestion on
my amendment, I ask to have the vote by which the amend-
ment was rejected reconsldered, and that we may have a roll
call on the amendment,

The VICE PRESIDENT. Is there objection?

Mr, FESS. Yes, Mr. President.

Mr, KING. I object to a roll call

Mr. MOSES. The Senator from South Carolina may get a
separate vote on his amendment in the Senate.

Mr. SMITH. All right. When the bill comes into the Sen-
ate I shall again offer the amendment and ask for a roll call
upon It.

Mr. SMOOT. Without any further discussion?

Mr., SMITH. I do not know as to that, I will say to the
Senator,

Mr. SMOOT. Then let us have the roll call now.

The VICE PRESIDENT. Without objection, the roll will
be called on the amendment of the Senator from South Caro-
lina [Mr, SmIrH].

The Chief Clerk proceeded to call the roll.

Mr. FERRIS (when his name was called). I have a pair
with the Senator from Kansas [Mr. Cugris]. I transfer that
Hnlr to the Senator from New Jersey [Mr. Epwarps] and vote

yea.” =

Mr. FLETCHER (when his name was called). I have a
general pair with the Senator from Delaware [Mr. nu Pont].
In his absence I withhold my vote.

The roll call was concluded.

Mr., WARREN (after having voted in the negative). I
transfer my pair with the Senator from North Carolina [Mr.
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OverMAN] to the Senator from Minnesota [Mr. Scaarn] and
will let my vote stand.

Mr. BLEASHE. Mr. President, when I made my pair with the
Senator from Missouri [Mr. Winriams] it was understood that
he would vote “yea"™ on this proposition and that I would
vote “yea.” I have voted on this roll call, therefore, since
we had that agreement.

Mr. JONES of Washington. I have been requested fo an-
nounce the following general pairs:

The Senator from Conneetlcut [Mr., Binemam] with the
Senator from Nevada [Mr. PrrrMaAN];

The Senator from Kentucky [Mr. Ernst] with the Senator
from Nebraska [Mr. HowgLL] ;

The Senator from Illinois [Mr. McKinray] with the Senator
from Virginia [Mr. Swanson];

The Senator from Colorado [Mr. Means] with the Senator
from Texas [Mr. MAYFIELD] ;

The Senator from Colorado [Mr. Pareps] with the Senator
from Utah [Mr, KinNa];

The Senator from Vermont [Mr. Greene] with the Senator
from Montana [Mr. WHEELER] ;

The Senator from California [Mr. Jouxson] with the Senator
from Arkansas [Mr. RoBINSON];

The Senator from New York [Mr. WapswortH] with the
Senator from West Virginia [Mr. NeELy];

The Senator from Iowa [Mr. BrookHART] with the Senator
from Arkansas [Mr. CARAWAY];

The Senator from Vermont [Mr. Daie] with the Senator
from Tennessee [Mr. Tyson]; and

The Senator from Idaho [Mr. Goopina] with the Senator
from Montana [Mr. WaLsu].

The result was announced—yeas 13, nays 40, as follows:

YEAS8—13
Ashurst Frazier Ranadell Bmith
Blease George Rackett
Dill Heflin Bheppard
Ferris McKellar Shipstead
NAYS—40

Bayard Glars McLean Reed, Pa.
Bratton Goll McMaster Robinson, Ind.
Broussard Hale MeNary Simmons
Bruce Harreld Metcal? Smoot
Butler Harris Moses Stanfield
Cameron Jones, Wash, Norbeck Trammell
Copeland Kendrick Nye Warren
Ileneen Keyes Oddie Watson
Edge King I'epper Weller
Fess La Follette Pine Willls

NOT VOTING—43
Bingham Ernst Lenroot Schall
Borah Fernald McKinley Shortridga
Brookhart Fletcher Mayfield Stephens
Capper Gerry Means Swanson
Caraway Gillett Neel Tyson
Couzens Gooding Norris  § _uderwood
Cumming Greene Overman Wadsworth
Curtis Harrison Phipps Walsh
Iale Howell Pittman Wheeler
du Pont Johnson Reed, Mo. Williams
Edwards Jones, N, Mex, Robinson, Ark.

So Mr. Smrra's amendment was rejected.

Mr. SMOOT. Mr. President, the action of the Senate in
regard to the committee amendment dealing with the alcohol
provision reguired two other amendmenis o be agreed to and
one to be rejected in order to make the House text perfect. So
on page 261, line 19, after the word “gallon,” T ask that the
amendment inserting * or wine gallon when below proof" be
agreed to.

The amendment was agreed to.

The Cumier CLERk. On line 21, before the word “ gallon,” it
is proposed to insert “ or wine.”

The amendment was agreed to.

The CmiEr Creek. On line 22 it is proposed to strike out
“ $2.20, $1.65, or $1.10" and insert “ $2.20."

The amendment was rejected.

Mr. MOSES. Mr. President, I offer the amendment which I
send to the desk. I ask unanimous consent that the amend-
ment may not be formally read, because it has been in printed
form before the Senate for two weeks and is exactly the same
amendment as was adopted in the Senate to the revenue bill of
1924, I ask the Senator from Utah [Mr. Smoor] if he will
not accept this amendment and permit it to go to conference.

Mr. 8MOOT. This identical amendment was agreed to on
the last revenue bill and went to conference, and the House
rejected it. I see no reason why we should not agree to it
now and let it go to conference.

The VICE PRESIDENT. Without objection, the reading of
the amendment will be dispensed with, and without objection
it will be agreed to, :
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The amendment offered by Mr. Moses was, on page 91, to
strike out lines 7 to 15, inclusive, being paragraph numbered
(8), and to insert in lien thereof the following:

Par. 8. (A) In the case of mines, oll and gns wells, other nature
deposits, and timber, a reasonable allowance for Gepletion and for de-
preciation of improvements, according to the pecullar conditions in
each case; such reasonable allowance In all cases to be made under
rules and regulations to be prescribed by the commlssioner, with the
approval of the Secretary. In the case of leases the deduction allowed
by this paragraph shall be equitably apportioned between the lessor
and lessee,

(B) In the case of lands managed for the production of crops of
timber there shall be allowed as deductions all expenditures pertaining
to such management, including expenditures for protection, taxes, ad-
ministration, planting, and culture; or, at the option of the taxpayer,
acting consistently from year to year such expenditures may be capi-
talized : Provided, That in the case of such expendlitures for planting
and/or culture there may be deducted in any one year not to exceed
$15,000 or 15 per cent of the net income of the taxpayer computed
without the benefif of this paragraph, whichever is greater, and in case
this limitation results in excluding from the deduction a part of the
expenditures made for such purpese during any year, then the excess
of expenditures over the amount of the deductions shall be capitalized.
If and to the extent that such expendltures are capitalized, they shall
be added to and form a part of the basis used in the determination of
depletion or of gain or loss from gale, exchange, destructlon, or other
disposal of the timber to which such expenditures pertain.

(C) One-half only of the net income resulting from and allocable to
the conversion, utilization, sale, or other dlsposal of timber from or
together with lands managed in good faith for the productlon of crops
of timber shall be used in determining the net income subject to tax:
Provided, That this paragraph shall apply only to trees left for seed,
to immature trees left for further growth and/or to second-growth
timber produced by natural and/or by artificial means.

Mr. MOSHES. Mr. President, I offer a further amendment
which I ask may be read, and to which I invite the attention
of the Senator from New York [Mr. CorELAND].

The VICE PRESIDENT. The amendment will be stated.

The Cuier CrLErx. On page 48, line 17, after the word
“trade,” it is proposed to add a comma and the word * pro-
fession.”

Mr. MOSES. Mr. President, I am offering this amendment
in line with the suggestion which I made the other day in the
course of a brief colloquy with the two Senators from Utah,
It aims simply to put the medical profession upon the same
basis as a traveling man who sells neckties, for example.

Mr. McKELLAR. May the amendment be stated?

Mr. MOSES. It has just been stated.

The VICE PRESIDENT, The amendment will be restated.

The Cmier CrLeErg. On page 48, line 17, after the word
“trade,” it is proposed to add a comma and the word “ pro-
fession.”

Mr. SMOOT. Mr. President, they are on the same footing
now.

Mr. MOSES. If the Senator will permit me, I do not intend
to ask for a record vote, because at this stage of the night and
with the attendance of the Senate as it is I understand per-
fectly well that that would not be practicable.

Mr. SMOOT. I hope the Senate will reject the amendment.

Mr. MOSHES. 1 simply want to get this matter before the
Senate in some formal way. Of course, the collogquy which I
had with the senlor Senator from Utah [Mr. Smoor] and his
colleague [Mr. King] the other day sufficed amply to set forth
to the Senate my views on this subject, wherein the medical
profession are discriminated against, as I believe, in spite of
the protestations of both the Senators from Utah. I have not
any desire to impede the passage of the bill at this stage, but
I do want the amendment voted upon; and I ask for a division
on the amendment.

Mr. SMOOT. Mr. President, I hope the amendment will be
rejected.

The VICE PRESIDENT. The question is on the amendment
offered by the Senator from New Hampshire.

On a division, the amendment was rejected.

Mr. MOSES. Now, Mr. President, I offer the amendment
which I send to the desk and ask to have stated.

The VICE PRESIDHENT. The amendment will be stated.

The Cmier Crerg. On page 136, at the end of line 8, it is
proposed to insert a new sentence to read as follows:

Despite the foregolng provislons of this subdivislon, such creait
or refund may be allowed or made in respect of any taxable year if
a deficiency is asserted by the commissioner in respect of any of the
seven succeeding taxable years; but mo such eredit or refund shall
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be allowed or made unless it appears that the taxpayer has everpaid
the tax for the taxable year to which the elaim for credit or refund
relates, even though the assessment of a deficlency for guch taxable
year is barred by an applicable statate of limitations.

Mr. MOSES. Mr. President, the moving cause for this
amendment, 1 will frankly say to the Senate, is the desire to
set aside the statute of limitations in some cases.

I have had called to my attention in the last two months
probably a hundred cases of taxpayers in New England who
discover, when an agent of the internal revenue office of the
distriet comes around to check up their accounts and to make a
final seitlement of their taxes for a year within the statute of
limitations, that the rules under which the check-up is made,
if applied to years prior to the statute of limitations, would
show that the taxpayer has paid the Government a consider-
able sum of money in excess of what he ghould have paid, for
which he secures absolutely no credit whatever; whereas if
he is shown to have a deficiency a c¢laim Is made for that, and
he has nothing to set off as against It.

This amendment is offered to correct what I believe to
be a palpable evil as against the taxpayer; and with reference
to this amendment, as with reference to the others which I
have offered, I merely wish to get this state of facts before the
Senate, in the hope that withont using more words we may
get an intelligent and favorable vote of the Senate on the
amendment.

Mr. SMOOT. Mr. President, what the Senator has stated is
correct. The amendment simply waives the statute of limita-
tions on the part of the taxpayer. If that be dome, it ought to
be walved in relation to the Government,

Mr. MOSES. Mr. President, the language of my amendment
permits that.

Mr. SMOOT. Then I have the wrong amendment.

Mr. MOSES. I am quite sure that the language of my
amendment permits it to be waived on behalf of the Govern-
ment equally. At any rate, I had no intention of making it a
unilateral proposal.

Mr. WATSON. Not as it was read. >

Mr. MOSES. Then the language is not correet.

Mr. WATSON. May it be read again?

Mr. MOSES. Then I will ask permission to withdraw the
amendment, in order that I may make sure that that is the
case; and I will reoffer the amendment when the bill comes into
the Senate. I will say, in further explanation, that I had this
amendment drawn by one of the experts.

The VICE PRESIDENT. The amendment is withdrawn.

Mr. REED of Missouri. Mr. President, I offer the amend-
ment which I send to the desk.

The VICE PRESIDENT. The amendment will be stated.

The Reapineg CrErk. On page 334, after line 10, following the
amendments heretofore agreed to, it is proposed to insert the
following new gection:

MUTUAL INTERINSURERS AND RECIIROCAL UNDERWRITERS

BBC, —., The exemption granted mutual interinsurers and reeip-
rocal underwriters under paragraph (11) of sectlon 231 ghall be retro-
actively applied in determining tax liabillty under the provisions of
the revenue act of 1016, the revenue act of 1917, the revenue act of
1018, the revenue act of 1921, or the revenue act of 1024, or of any
such acts as amended. Any tax that has been pald under such acts
gince December 31, 1918, shall be credited or refunded to the tax-
payer as provided In sectlon 284, if claim for credit or refund is filed
within one year after the enactment of this act.

Mr. SMOOT. Mr. President, this is on all fours with the
amendment that was agreed to and made retroactive as to
taxes paid on the installment plan; and I see no reason why it
should not apply here, just the same as fo installment payments.

The VICE PRESIDENT. The question is on the amendment
offered by the Senator from Missouri.

Mr. HEFLIN. Mr. President, let us see if we und nd the
amendment. Does that mean that we are goingback now to
1918 to carry on this business of refunding-tixes?

Mr. SMOOT. Yes; that is about at it would mean.

Mr. HEFLIN. It seems to me there is a time to put a stop
to that. The honest taxpayer ought to know, within a year or
two years, whether he has paid more taxes than he ought to
have paid.

Mr, SMOOT. Mr. President, why should we make a retro-
active provision as to installment payments on real estate—
and we all thought that was just—and not, in a case here vir-
tually of a mutual company, an insurer, grant the same privi-
lege? Why should ihey not have that privilege?

Mr. HEFLIN. Certainly they ought to have it if we are
going to grant it to others.

Mr. SMOOT. But they have not,
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Mr. HEFLIN. But there ought to be a time when that will
stop.

Mr. SMOOT. That is true. I believe that.

Mr. McKELLAR. It is only to include mutual insurance
companies.

Mr. HEFLIN. 1 think it ought to be extended to them, be-
cause if it has already been extended to the others it should
be extended to them.

Mr. SMOOT. It has been extended to others, and that is
the reason I say that it ought to go in.

Mr. HEFLIN. There should come a time when we would
stop this refund of taxes. I think a great deal of it is done
when it is not justified at all.

The VICE PRESIDENT. The question is on agreeing to
the amendment,

The amendment was agreed to.

Mr. COPELAND. Mr. President, I have sent to the desk an
amendment which I ask to have reported.

The VICE PRESIDENT. The clerk will state the amend-
ment.

The CatEr CrErg. On page 44, line 24, after the word
“ thereof,” strike out the perlod and insert a comma and the
following :

provided that employees of municipally operated public utilities who
have failed to make an incometax return or who have failed to pay
an ineome tax during the years 1918 to 1924, both inclusive, shall be
exempted from any penalties which may have accrued because of thelir
failure in those years either to make a return or to pay a tax

Mr. COPELAND. I think this is understood by the Senate.

Mr. SMOOT. We discussed it before, and there is no objee-
tion to this amendment. It simply relieves certain taxpayers
who thought they were exempt because they were employed by
municipal plants. This exempts them from all penalties which
would be imposed upon the taxpayers for not having paid their
taxes. It does not relieve them of the payment of taxes, but
when they pay them, all employees of that class of industries
will be on the same footing.

The VICE PRESIDENT. The question is on agreeing to
the amendment.

The amendment was agreed to.

Mr, COPELAND. Mr. President, I want to ask the Senator
in charge of the bill why the committee makes a distinction
between these municipal employees engaged in operating water-
works and electric light planis and street railways, where they
are owned municipally, and other municipal employees?

Mr. SMOOT. One very good reason is because of a decision
of the Supreme Court of the United States,

Mr. COPELAND. I expected the Senator to say that. I
would like to have him point out——

Mr. SMOOT. There is another good reason—that money is
received for the operation of those plants. There are profits
to the cities in many cases—in fact, I think in all cases—and
the Supreme Court has held that the compensation of such em-
ployees is taxable, and I do not see why it shounld not be.

Mr. COPELAND. I believe the Senator is mistaken about
the Supreme Court. There was a district court decision, just
as there have been district court decigions on the other side
of the question, but I do not think the Senator can refer to any
Supreme Court decision in the matter. I want to say further,
since the Senator has not replied to my question—

Mr. SMOOT. The Supreme Court decision was handed down
on January 11 of this year.

Mr. SHIPSTEAD. Mr. President, I would like to hear what
is belng sald on the other side.

Mr. SMOOT. The Supreme Court decision was handed down
on-January 11 of this year.

Mr, COPELAND. If it is actually a fact that the court has
s0 ruled, of course I am out of court; but I can not under-
stand why there should be any distinetion. In my city the
employees of the water department are on exactly the same
plane, they have the same standard of salaries, they are sub-
ject to the same retirement consideration with all other em-
ployees. They are just exactly in the same situation, and I
can not see how an employee helping to serve a city with
water should be any different in the eyes of the Income tax
law from a citizen of my city who is cleaning the street or
putting down sewers.

Mr, SMOOT. It does not apply only to employees of water-
works, but also to those of street railways.

Mr. SHIPSTEAD. Will the Senator from Utah yield for a
question?

Mr. SMOOT. In just a moment. The decision of the Supreme
Court applies to the employees of street railways; it applies to
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those of the electric-light plants and the gas plants of the elty.
Therefore they are not exempt,

Not ouly that, but when this bill becomes a law there will
be a $3.500 exemption for the employee and his wife and an
extra exemption of $400 for each child. In other words, the
emploFee would have to receive a salary of $4,700 before he
would ever pay & cent of tax, and there are not many em-
ployees who are recelving more than that. Under the existing
law, of course, the exemption was not sufficlent to take many
of them in, but under the pending bill very few employees
will ever have to pay any tax.

My, COPELAND. What would be the atiltude of the com-
mitiee toward a proposal to remit the taxes ol these men?

Me, SMOOT. I thought perhaps those taxes did not amount
to very much, and that thut could be done, but after an in-
vestigation the department thought it would be very unwise to
nodertake to do that.

Mr. COPELAND. How much would it be?

Mr. SMOOT. The oflicials could not say, but it would run into
the millions,

Mr. COPELAND, There are many of ,these employees, and
nobody 1s better prepared to consider this question than the
Vice President himself. Here are a lot of city employees, many
of thein low salurled, comparatively, and back taxes and penal-
ties liave been piling up. By our action to-night we have
gotten rid of the penalties, but back taxes for these past years
theéy can not pay ; they can not get the money

1 was somewhat in sympathy with the Senator from South
Caroling in thils matter, becanse these employees have been
assured by officinls of the department that they would be
relleved. 1 have here a sheaf of affidavits from waterworks
employeos stating that the Internal-revenue authoritles have
said that they are exempt and that they were exempt. It is a
great pity., It seems to me, to allow this imposition to be
placed upon tliese persons,

My, SMOOT. The Benator must know that if we exempted
these few from payment we would have to refund all that had
bieen collected from the others. I thought the Senator was
perfectly satisfied to go this far, and I rather insisted with
the department that this be agreed to.

Mr. COPELAND. Let me say that that was the understand-
ing, but since that time I have been given assurance that there
was no Supreme Court decision. If it is as the Senator says,
however, the matter is exactly as he thought it was.

Mr. SHIPSTEAD, Mr. President, I send an amendment to
the desk, which I ask to have reported.

The VICE PRESIDENT. The clerk will state the amend-
ment.

The Camer Coemx. On page 47, after line 21, to Insert the
following :

(14) Any taxes Imposcd by the revenue act of 1924 or prior revenus
acts opon any individual in respect of amounta refoived by him as
eompensation for personsl services as an officer or employee of any
State or polltieal subdiviglon thereo? (except fo the extent thut such
compensation 1s pald by the United Btutes Government directly or
indircctly) shall, subject to the statutory period of Hmitations properly
applicable thereto, be abated, eredited, or refonded.

Mr. SMOOT. This simply goes a liftle further than the
amendment offered by the Senator from New York [Mr. Corg-
r.Axp]. I hope this will not be adopted. It is in the face of
a deelsion of the Supreme Court, I can not say anything more
than I sald In regard to the amendment offered by the Senator
from New York, except that this goes further and relfunds
everything that has been paid.

Mr. SHIPSTEAD. I am advised that the Supreme Court
decislon did not cover the subject of an employee of a city;
thut that decision covered the proposition of & man who held
a contract to manage for a city a waterworks department, an
entirely different guestion.

This would exempt employees of a subdivision of a State, It
covers o fleld which I think the Supreme Court has held time
and time again 1 not a subject of Federal taxation. For that
reason I think thix amendment ought to be adopted.

This would put the employees of the eity in the position
they have always been in under the law and under the Consti-
tution, that the Federal Government can not tax thelr in-
comes when those incomes are pald by the city and t‘he{are
bona fide employees of the city, I think I am right when I say
that {he Supreme Court did not go so far as the Senator from
Utah clalms.

Mr. SMOOT. The only ground upon which municipal em-
ployees can be exempted at all is found in a provision of the
Counstitution. Where that has application, where they are
working for the government, as in the case of laborers upon
the street and all that class of employees, they are exempt to-

day. Where an Industry is started, llke a street railroad or
a lighting plant, perhaps in competition with a private com-
pany that has been established lefore, aud they charge the
same rate and make money in the same way, It geems o me
there is no justification for asking that the employees be ex-
empted if they are receiving more than $4,700 a year. That
is the amount they will have to receive before they would have
to pay nnf'thlng under the provisions of this blll. I do not
)

think anybody will suffer who is drawing that amount of
salary.

Mr. SHIPSTEAD. On that assumption, why exempt any city
employee?

Mr. SMOOT. Because the Constliution compels it.

Mr. SHIPSTEAD. The Senator does not deny that they
work for the city?

Mr. SMOOT. They work for an organlzatlon or a business
concern operated by the clty. That is quite a different thing
from working for the clty.

Mr. SHIPSTEAD. I do not see the Senator's distinction.
But I do not care to prolong the debate on this question. I
ask for a vote on the amendment,

The VICH PRESIDENT. The question is on agreeing to the
amendment offered by the Senator from Minnesota.

The amendment was rejected.

Mr. HARRISON. Mr. President, I ask nnanimous consent
that: the wvote by which the Senuate amendment on puge 266
touching the terms of office of members of the Board of Tax
Appeals be reconsidered, o that I may offer an amendment.

The VICE PRESIDENT. Is there objection to the request
of the Senator from Mississippl? The Chair hears none, and
the vote is reconsidered.

Mr. HARRISON. I offer the amendment, which I send to
the desk.

The VICE PRESIDENT. The clerk will state the amend-
ment.

The Cuier Crerx. On page 206, to strike out lines 8 to 21, in-
clusive, and to insert in lien thereof the following:

“(b) The terms of office of all members who are to compose 1lo
board prior to June 2, 1926, shall expire at the end of June 1, 19246,
The terms of offico of the 16 members first taking office after gach
date shall expire, as designated by the Presldent at the time of nomi-
nation, 4 at the end of the third year, 4 at the end of the fourth
year, and 4 at the end of the fifth year, and 4 at the end of the
gixth year, after June 2, 1026, The terms of oftice of ull successors
shall expire six years after the expiration of the terms for which thelr
predecessors were appointed ; but any member appointed to fill a va-
cancy occurring prior to the explration of the term for which his
predecessor was appointed shall be appolnted only for the unexpired
term of his predecessor,”

Mr., SMOOT. The only changes the Senator's amendment
makes is on line 13, the fourth year, where the BSenator
strikes that out and makes it the third year?

Mr. HARRISON. Yes.

Mr. SMOOT. And on the same line, the sixth ycar, he
strikes that out and makes it the fourth year?

Mr. HARRISON. Yes.

Mr. SMOOT. And the eighth year, he malkes fhe sixth
year.

Mr. HARRISON, The fifth year. Then on the same line,
where it provides for the tentli year, it should be the sixth
Fear,

Mr. SMOOT. Yes,

Mr. HARRISON. . In other words, it makes the terms of the
memberg of the Tax Appeals Board 6 years instead of 10
yoeurs,

Mr. SMOOT. Then the terms of office of all successors the
Senator makes six years.

Mr, HARRISON. The amendment carries that with It

Mr. KING. It reduces the tenuro.

Mr. HARRISON. The latter part of the amendment carrles
with it a provision that the term shall be 6 years instead of
10 years.

1t would seem to me, Mr. President, that 10 years is rather
too long a term of office for the members of the Doard of Tax
Appeals. I have been one of those who believed that to a very
great extent to the vietor ‘belongs the spoils, and I think that
each administration ought to have people within it who are In
sympathy with It and its policies. It would seem to me that
six years ought to be a long enough term for members of the
Tax Appeals Board.

Mr., SMOOT. 1 wish to say that of course the amendment
wlll have to go to conference and the House more than likely
will inslst apon the term of years they have fixed, which is
a great deal longer than eveun the Senate Commitiee on Financo
reported,
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Mr. HARRISON.
life term.

Mr., SMOOT. Oh, no; I think not.

Mr. HARRISON. 1 think that idea was In their minds for
a while, but they finally got away from it.

Mr. SMOOT. The only objection I have to the Senator's
amendment Is that it is very doubtful whether we could get
men for such a short term to give up their business to take
these positions and carry out the work. They would naturally
prefer to make it a life business or a large portion of their
life basiness, A first-class attorney can not afford to leave his
business and break it up to take a position here for sgix
Fenrs.

Mr. HARRISON. We have 96 men In the Senate who are
willing to come in for & term of six years.

Mr. BMOOT. That is ounr attitude, T will say to the Senator.
I hope the Senate will not agree to the amendment.

Mr. HARRISON. 1 will not ask for the yeas and nays,
but 1 do ask for a division on the guestion whether or not we
shall make It a 6-year term or a 10-year term.

Mr. HEFLIN. 1 suggest to the Senator that he ask for
the yeas and nays.

Mr., HARRIBON. Very well; I call for the yeas and nays,

The yeas and nays were ordered, and the Chief Clerk pro-
ceeded to ecall the roll.

Mr., FERRIS (when his name was called). With the ex-
planation 1 have previously glven of the transfer of my pair,
I vote * yea.”

Mr. FLETCHER (when hls name was called), I transfer
my pair with the Senator from Delaware [Mr. pu Ponrt] to
the Senator from Alabama [Mr. Uspeawoon] and vote “ yea.”

Mr. WARREN (when his name was called). Has the junior
Senator from Neorth Carolina [Mr. OverMAx] voted?

The VICE PRESIDENT. That Senator has not voted.

Mr. WARREN. I have a standing pair with the junior Sena-
tor from North Carolina, I transfer the palr to the Senator
from Massachusetts [Mr. GiLrerr] and vote “ nay."

The roll call was concluded.

Mr, KING (after having voied in the affirmative). I have
herctofore voted “ yea.” I have a general palr with the senior
Senator from Colorado [Myr. Priers]. I trausfer that pair to
the senior Senator from Rhode Island [Mr. Gersy] and per-
mit my vote to stand.

Mr. FERNALD. I have a pair with the senior Benator from
New Mexico [Mr. Joxrs]. 1 transfer the pair to the junior
Benator from Minnesota [Mr, Scxarn], and vote “nay.”

Mr. BLEASIEE. I transfer my pair with the junior Senator
from Missourl [Mr. Worzams] to the senlor SBenator from Ari-
zona [Mr., AsaursTt], and vote * yea.”

Mr., JONES of Washington. I wish to announce that the
Senator from Wisconsin [Mr. Lexroor] is necessarily absent,

Alr. NORRIS. The junior Senator from Nebraska [Mr.
Howers] is nnavoidably detained. He Is palred with the Bena-
tor from Kentncky [Mr. Erxsr].

I also wish to state that the senlor Senator from California
[Mr. Jouxsox) is necessarily absent. He is palred with the
senfor Senator from Arkansas [Mr, RomINsowN].

Mr. McKELLAR. 1 was requnested to announce that the
Senator from West Virginia [Mr. Neery] Is unavoidably ab-
sent. If present, he would vote ' yea.”

Mr. COPELAND. The junior Senator from New Jersey
[Mr. Enwarps] is unavoidably absent., If he were piresent,
he would vote *“ yea."

Mr. CAMERON (after having votéed in the negative). I
have a palr with the junlor Sepator from Washington [Mr,
Drur]. I trausfer that palr to the senior Senator from Iowa
[Mr. Comming] and let my vote stand.

Mr. JONES of Washington. 1 wish to announce the fol-
lowing general palrs:

The Senator from Connectlent [Mr. BineEAM] with the
Senator from Nevada [Mr. PrrrMan] ;

The Senator from Illinois [Mr., McEiNLeyY] with the Senator
from Virginia [Mr. Bwansox];

The SBenator from Colorade [Mr. Meaxs] with the Benator
from Texas [Mr. MayrreLp] ;

The Senator from Vermont [Mr. Greexe] with the Senator
from Montana [Mr. WHoeeLER] ; =

The Senator from California [Mr. JonxsoN] with the Sena-
tor from Arkansas [Mr. RopiNson];

The Senator from New York [Mr. WapswortTH] with the
Benator from West Virginia [Mr. Neery];

The Senator from Iowa [Mr, Brook#Art] with the Senator
from Arkansas [Mr. OArawax];

The Benator from Ohio [Mr., Fess] with the Senator from
Mississippl [Mr. Brernens] §

T understand they desired to make it a
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The Senator from Vermont [Mr. Dare] with the Senator
from Tennessee [Mr, Tysox]; and

The Senator from Idaho [Mr. Goobping] with the Benator
from Montana [Mr. Warsu].

ThLe result was announced—yeas, 26, nays 28, as follows?

YRAS—20
Bayara Frazler King Bheppsrd
Blease George la Follette Shipstead
Bratton Glass MeEellar Rimmons
Broussard Harris Nurris Smith
Copeland Harrison Nye Trammell
Ferris Heflin Ransdell
Fleteher Eendrick Reed, Ao,

NAYS—28
Butler Harreld Moses Sackett
Cameron Jones, Wash. Norboeck Hmoot
Deneen Keyes Oidldle SBtanfleld
Edge McLean Pepper Warren
Fernald McMaster Pine Watson
Goll McNary lleed, Pa. Weller
Hulo Metealf Robinson, ITnd.  Willis

NOT VOTING—42

Ashurst Din Jones, N. Mex. Bhortridge
Bingham u Pont Lenroot Strphens
Rorah ards McKinley Swanson
Brookhart Ernst Mayfield Tyson
Bruco Fexa Means Underwood
Capper Gerry Neely Wadsworth
Caraway Glllett Overman Walsh
Couziens Gooding I'hipps Wheelor
Cumming {ireene Flttman Willlams
Curtls Howell Robinson, Ark.
Dale Johnson Behall

Bo Mr. Harrison's amendment was rejected.

Mr. KING. Mr. President, 1 had intended to offer an amend-
ment to the provision dealing with the Board of Tax Appeals,
reducing the salarles from $10,000 to $7,500. I shall await
& more propitious moment and will offer the amendment to-
MOrrow,

Mr. FLETCHER. Mr. President, I desire to offer several
amendments. I send the first one to the desk. I think there
will be no objection to it. It is an amendment which provides
for certified copies of returns in certain cases. There is no
provision in the blll for a certified copy.

Mr. SMOOT. Has the Senator’s amendment been printed?

Mr. FLETCHER. It has not been printed. I referred it to
the department.

Mr. BMOOT,. Let the amendment be read.

The VICE PRESIDENT. The amendment will be read.

The Cuier Crerx. On page 113, line 2, after the word *“in-
spection,” imsert “ and certified copies thereof shall be fur-
nished,” so as to read:

They shall be open to Inspection, and ceriificd coples thereof shall be
furnished only upon the order of the I'resident,

Mr. SMOOT. I see no objection to the amendment.

Mr. REED of Pennsylvania. It is perfectly all right. It
will be a great help to heirs where the ancestor may have
lost his return.

Mr. FLETCHER. I think so. There are certain regula-
tlons covering it, but this will put a provision in the law
authorizing certified coples.

Mr. REED of Peunsylvania. Wonld the Senator from Flor-
ida accept a modiflcation providing for & proper fee for the
preparation of such certified coples? That scems to be only
reasonable,

Mr. FLETCHER. I have no objection to baving it fur-
nished at the expense of the applicant.

Mr. RERD of Pennsylvinia. Yes; or provide that it shall
be furnished for a reasonable fee to be fixed by the commis-
sloner,

Mr. FLETCHER. I have no objection to that modification.

The VICE PRESIDENT. The clerk will réport the amend-
ment as modified.

The Crier Crerx., On page 113, line 2, after the word * in-

tion,” insert “and certified copies thercof shall be fur-
shed for a reasonable fee, to be fixed by the commissioner,”
g0 a8 t0 read:

They shall bo open to inspection and certified copies thercof shall be
furpished, for & reasonable fee to be fixed by the commissioner, only
upon the order of the I'resident,

The VIOE PRESIDENT. The question is upon agreeing to
the amendment as modified.

The amendment as modified was agreed to.

Mr., FLETCHER. 1 offer another amendment, which I
send to the desk,

The VICE PRESIDENT. The amendment will be stated.
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The Ciigr Creng. On page 53, after lino 13, insert:

(11) A reasonable addition to a reserve for future expense Mablll-
ties, under such regulations as the commlssfoner, with the approval
of tho Secrotary, may prescribe, if In the opinfon of the commissloner
such reserve or such additlon thereto I8 necessary In order clearly to
reflect the Income.

Mr. KING. I wish the Senator would explain the amend-
ment.

Mr. FLETCHER. It enables a reasonable reserve to be pro-
vided for under regulations by the commissioner and whera
the commissivner finds that it is necessury in order clearly to
reflict the income, these reserves being such as are contracted
for and not mere suppositious reserves, but reserves that are
actually contracted for. The amendment provides for “a
reisonuble nddition to a reserve for fulure expense llabilities."”
I ciin see no possible objection to it, since it leuves the whole
matter In the hands of the commissioner under sach regula-
tions as lie, with the approval of the Secretary, may prescribe,
if in the opinion of the commissioner such reserve is necessary
in order clenrly to reflect the iucome.

Mr. REED of Pennsylvania. The effect of the amendment
would be to suspend from current income a reserve to take
care of expenses that might last over so long a perind as a
hundred years, Let me illustrate, and Senators will under-
gtand thoronghly what 1s meant. Where a corporate mortgage
is made to a trustee it is customary for the compensation of
the trustee to Le paid at the moment when the mortgage is
excented. And yet the pgreement of a trustee is to register
bonds and take care of the certifying of bonds and the satls-
faction of the mortgage throuchout, perhaps, a hundred years
of the life of the bonds. This provision would allow that
corporate trustee to set up a reserve ngainst its receipts at
the time of the execution of the mortgnge to take care of a
hundred years of expenses in the performance of its dutics as
trustee. I think the provision goes altogether too far.

As 1 understand the motive of the Senator from Florida, it
is particulurly to take care of those casual cases wlhere a per-
gon who is uot in a business that entalls the doing of the same
thing over and over agaln undertokes future liabilitles, and
against that there would not be the same objection; but take
a concern like a trust compuny that i1s acting as trustee
under a bond Is¢ue.

They do such things every week or so, and the expenses and
the current receipts wash themselves out as they go along., It
is all wrong to set up a complicated system of bookkeeping
which requires n return to be kept opeu for decades to come.
It is much better to let the current expenses and the eurrent
receipts set themeelves off one ngainst the other. I am sure
the Senator from Florida swill not insist on golng as far as Lhis
amendment does. It is not necessary to take care of casual
sules by any such provision as thls,

Mr. FLETCHER. I had not contemplated extending thils
amendment so far s the Bendtor from Ponnsylvania seems to
apprehend. I am trying to cover cases where there is an ap-
parent profit on sales, for instance, or in any financial trans-
getion. bot that profit is not a real profit because the party
engaged In the trangaction, the seller, for instance, of property
has an obligation outstnnding to make certain improvements
upon thet property or Incur certain liubilities in respect to the
transaction over a perlod of years and has not made a profit
this year becnusce apparenily there is a proflt in the transac-
tlon he is engaged in because he has obligations which ha
must incur and which will call for expenditures on his part
in the fature.

I have offered this amendment slmply to provide for reason-
able reserves, such as the commissioner will approve, in order
to take care of expenditures it Is neceasary to ineur before
any profit 1s made at all. I do not think it would cover such
an eoxtenslve ease as the Senator from New York has 1n
mind. I belleve the amendment 1s thoroughly safegnarded by
provision for regunlations to be made by the commissioner, with
the approval of the Becretary, It i3 only in cases where he
{5 clearly convinced that it is Intended to reflect the real In-
come that it is Intended to be avalled of.

Mr., EDGE. Mr. Presidont, will the Senator from Florida
yield to me?

Mr. FLETCHER. I yleld.

Mr. EDGE. It is the SBenator fromm Pennsylvania particu-
larly to whom I desirve to address my suggestion. I am wonder-
ing if the Senator from Pennsylvanla would not agree to
accept the amendment and let it go to conference? It seems
to me that the amendment proposed by the Senator from
Florida covers a very necessary fleld in some parts of the
eountry where development and Investment are being carried
on on a large scale, If the amendment could be reworded so
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as thoroughly to protect any future sitmatlon, would not the
Senator from Pennsylvania accept it and permit it to go to
conference? .

Mr. REND of Pennsylvania, If the Senator from Florida
would present an amendment which covered such a case as
he has described, I think there would not be so much difficulty
about It. This amendment goes much too far. It is porfectly
proper to set up a reserve, 1 think, against such an undertaking
as the Senator has described, {f the taxpayer will give bond
to protect the Government for the payment of taxes If he
should not apply his income toward the performance of his
undertakings,

Mr. EDGE. I agree with that thought. I think that there
should be a protection in the way of entering bond or some
other method; but, with that protection, I do think the bill
should provide for the setting up of a reserve to enconrage de-
velopment of that character. I think it is a step in the vight
direction, I think there shiould be something in the bl that
would permit the conferces, at least, to try to work it out In a
businesalike mauner.

Mr. REED of Pennsylvania. I understood the Senator from
Florlda had under conslderation an amendment which would
more sgpecifically take care of Lhe case. If he has, I would be
interested to hear it.

Mr. FLETCHER. I have another amendment, but it only
apples to a casual sale, to isolated transactions. However, I
have no objection to having it read.

Mr., SIMMONS. Why does not the Benator apply the prin-
ciple of this amendment to the case that he has just stated?

Mr. REED of Pennsylvania. May we have the alternatlive
amendment of the Benator from Florida read, Mr. Prestdent?

The VICE PRESIDENT. The clerk will rend the amond-
ment.

The Curer Crerx. On page 53, after line 13, insert the fol-
lowing :

(11) In the ease of a casual sale or other dlspositlon of real prop-
erty, o reasonable addition to a reserve for future expense liabllities,
Incurred under the provislons of the contract under which such sale
or other disposition was made, under such regulitions as the commis-
sloner, with the approval of the Beeretary, may preseribe, Including
the giving of a bond, with such sureties and In such sum (not less
than the estimated tax llability computed without the benefit of this
paragraph) as the commlisslioner may require, conditioned upon the
payment of the tax (computed without the benefit of this paragraph) in
respect of any amounts pllowed as a dedoction under thls paragraph
and not actunlly expended In ecarrylng out the provisions of such
contract,

Mr. REED of Pennsylvania. Mr. President, it seems to me
that that exactly covers the necessities of the case aund does
it with a proper safeguard to the Covernment. I hope the
Senator will agree to substitute that for the first amendment
which he sent to the desk,

Mr. FLETCHER. There is one objectlon to 1t, Mr, Presi-
dent. Of course I know the term “ casnal sale” is used in the
bill, but I do not like that expression very well.

Mr. SIMMONS. The Senator inserted something else in ad-
dition to the words “casual sale,” I think. Yhat was that
addition?

Mr. FLETCHER.
property.”

Mr. SIMMONS. Does not that cover it?

Mr, FLETCHER. That covers the disposition of real
property.

Mr. REED of Pennsylvanla. It seems to me that does cover
it. If it s not a casunl sale, then the thing washes itsell ont
in the current operations of the taxpayer, but if it is a casnal
sale, then it needs the protectlon the Senator has in mind.

Mr. FLETCHER. I would rather haove the flrst amend-
ment suggested, und I would be willing to add, if that would
meet the view of the Henator from Pennsylvania, & provision
for a bond In the first proposal.

Mr. REED of Pennsylvania. I do not think it ought to
apply except in cases of casual sale such as the Senator has
provided for.

Mr. FLETCHER. Mr. Presldent, I should like to get the
sense of the Senate on the first amendment propoged by me.
1 offered the first amendment. I simply referred to the other
amendment so a8 to glve notice that I wonld offer it.

The VICE PRESIDENT. The question is on the first amend-
ment submitted by the Senator from Florida.

Mr. EDGR. Mr. President, will not the SBenator perfect his
first amendment by Including a provision for a bond?

Mr. FLETCHER, I wiil add to the first amendment after
the word “lucowe,” tiwe lost word in the amendment, tha

words ;

It was “or other disposition of real
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vpon the giving of a ‘hond, with sueh surcties end {n mich sum (not
lens than the estimated tax Ualbility computed without the benefit of
thia paragraph) as the commissioner may require, conditionrd upon
the payment of the tax (ecomputed without the benefit of this para-
graph) In rospect of any amounts allowed ns a deduction under this
paragrapl and not actunlly expended In earrying out the provislons
of such contract.

I add that to the first amendment to come in after the
word “income,” being that portion of the second proposal I
submitted with regard to the giviug of bond. That meets the
suggestion of the Senator from New Jersey, does it not?

Mr. EDGH. 1 think that would be entlrely safe to the Gov-
ernment and would be an encouragement to business develop-
ment.

The VICE PRESIDENT. The guestion is on the first amend-
ment of the Senator from Florlda, as modified.

The amendment as modified was rejected.

Mr. FLETCHER, Then, Mr. Prosident, I offer the second
anmiendment, and I think there will be no objection to it.

The VICE PRESIDENT. The amendment will be stated.

The Coier CLErg. On page 03, after line 18, it is proposed to
insert the following:

On page 6B, after line 13, to Insert:

“(11) In the case of a casual sale or other disposition of real prop-
erty, a reasonable addition to a reserve for future exponse llabilltics
Incurred under the provisions of the contract under which such sale or
other disposition was made, under such regulstions as the commis-
slotier, with the approval of the Secretary, may prescribe, including
the giving of a bond, with such suretiez and In such #um (not less
than the estimated tnx Hability eomputed without the benefit of this
paragruph) as the commissioner may require, couditloned upon the pay-
ment of the tax (computod without the benefit of thls paragraph), in
respeet of any amounts allowed as a deduction under this paragraph
and not actually expended In carrying out the provisions of such
contract.”

The VICE PRESIDENT. The guestion Is on agreeing to the
amendment proposed by the Nenator from Florida.

The amendment was agreed to.

Mr. FLETCHER. Mr. President, T desire to offer an amend-
ment now with reference to cigars.

I will eay that as the bill comes to the Senate there has been
a reduction provided In the tax on cigars. In the act of 1924
the tax on cigars manufactured to retall between 5 cents and 8
cents was $6 a thonsand. The House bill made the tax $4.50
a thousand and the committee has reported in favor of $3 a
thousand, which 1s right, in my judgment.

On cigars “ manufactured or imported to retall at more than
8 cents each and not more than 15 cents each ™ the act of 10924
imposed a tax of $0 a thonsand; the House bill made it §7 a
thousand and the Senate committee has reported in favor of
$5 a thouszand. I think that was a very fair and proper reduc-
tion to make. Those amendments huve been agreed to.

My amendment now is fo sirike out the figures “$10.50"
in line 5, on page 218, and insert “$7.”" I have always had
in mind that it ought to be $4, which would be a B0 per cent
reduction from the present law, and that is what ought to be
done. We have made such a reduction in the two classes I
have mentioned ; classes A, B, and ¢ have been allowed prac-
tically a 00 per cent reduoction from the present lnw. Remem-
ber that the tax prior to 1917 was only $3 a thousand flat on
classes A, B, C, D, and E. In 1017 the tax was increased. Dnr-
ing the war—these were war taxes, mind you—we maide the
tax on class A cigars, those that sell for 5 cents each, $4 per
thousand. We made the tax on class B cigars, those selling
for more than § cents and not more than 8 cents each, $0 per
thousamd. We made the tax on ciass C eigars, those that sell
for more than 8§ cents each and not more than 15 cents each,
£9 per thousand, We made the tax on elass D cigars, thos=e
that sell for more than 15 centg each nnd not more than 20
cents each, §12 per thousand—mind you, from $3. On class
E clgars, those that sell at retail for more than 20 cents each,
we made the tax $15 per thousand. It has almost destroyed
the indnstry., Those taxes are simply utterly unreasonable.
"I“ll;ey are inexcusable except In war times. They are war

8,

Now we are trying to get away from those war taxes; and
the committee have been very wise In the reduetions they have
made, ouly they have not gone far enough. They huve taken
oare of classes A, B, and C quite well. The reductions there
amount to practically 60 per cent. I am shnply asking that
we give the same reduetion to clastes D and 13. Those classes
are higher priced cigars. In the ense of closs D, for instance,
the act of 1924 provided for a tax of $12 per thousand. The
Houee bill wmukes it $10.50, There is « reduction of 1215 per
cent—uot 50 per ceut, as it ought to be, but 1244 per cent, The
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reduction on the cigars that retail at more than 20 cents made
by the House bill Is from §156 to $13.50, a rednction of only 10
per cent.

You have reduced the taxes on classes A, B, and O 50 per
cent; you have reduced the taxes on elass D 1214 per cent, and
¥ou have reduced the tax on class E only 10 per eent. That fs
not falr. It is not falr to a great industry that has been bullt
up, particularly in Ilorida. In Tompa the Industry gives em-
ployment to some 30,000 people. There are euormous sums of
money finvested in clgar manufacturing—I am speaking of
Tampa alone—and they have bulit up a class of goods some-
what different from and a much higher grade than are manu-
factured anywhere else in the conniry.

That Industry in Tampa is terribly stricken by the high
taxes Imposed upon this kind of goods; and now you propose
to perpetuate thoge war taxes in this time of peace, when yon
are reducing the taxes on other industries, There Is not any
industry concerned in this bill where yon have not made a
greater reduction than 10 per cent from the war taxes except

this,

Mr. SMOOT. Oh, yes there is, Mr. Presldent.

Mr. FLETOCHER. I doubt it.

AMr, SMOOT, The tax on corporatlons is not reduced at all.

Mr. FLETCHER. From the war-time taxes?

Mr, BMOOT. Yes; from the war-time taxes—1214 per cent.

Mr. COI'ELAND. Mr, President, wlll the Senator yleld?

The VICE PRESIDENT. Does the Senator from Florida
yield to the Senator from New York?

Mr, FLETCHER. I yleld.

Mr, COPELAND. Is the Senator suggesting a change also
in line 8?7

Mr. FLETCHER. The first amendment that I am offering
is to strike out “$§10.50" in lne 5, page 213, and make it
“$7.00." It ought to be £5. Then I propose to sirike out
“$13.50" in line 8, and make it “ $8." It ought to be $7.50,
just half of what the present tax Is, The present tax is $15
per thousand.

Now let me very brlefly explain this matter. I will not
take up much of the tlme of the Senate. I will hurry right
through, !

On cigars of classes A, B, and C, the reduction is practically
60 per cent, as I have stated; but when you get to clusses
D and E the reduction is only 1234 per cent as to class D, and
10 I;eﬁ cent as to class i, One of the manufacturers writes me
as follows:

We desire to impress npon you and your colleangues that the manu-
facturer has no desire for any direct galn to him In asking for the
60 per cent reductlon In tux on elgars. Ile only benefit will arise In
the Increase in buxiness brought about by a well-satisfled consumer
creating a larger demand for clgars of a standard quality at reasonable
prices, and this incressed consumption of clgars will bring in an
lnereased revenue to the Government that will In a great measure
olfset the reduction In tax.

It Is not for the benefit of the manufacturer, except that it
ennbles him to live. He proposes to make a better cigar that
you will get at 13 eents than you are able to get now. That
will increcse the demand for his goods, that will inerease the
consumption, and that will Increase the revenues to the Goyv-
ernment,

These factories have been falllng off in recent years. Twen-
ty-seven per cent of the clgur-manufacturing establislhuents
in this country have gone out of business in the past year.

Mr. SMOOT. Cigarettes have taken their pluce.

Mr. FLETCHER. Very largely cigarettes are tuking their
place, because people are pot willlng to pay the prices that
you nutke necessary by these high faxes, This Indnstry has
to pay not only the stamp tax of $15 a thousand on c¢lgars, for
ingtance, but it has to pay the customs duties on all the raw
material it uses. TPracticilly all that material comes from
Hubana. It is imported. Why, just think for a minute what
it means to the Governmment, I will show yon the fizures.

These figures are for the Tampa district alone, if you will
allow me to speak of that, I am not localizing this thing, be-
cause these cignrs nre manufactured in other parts of the
country alse: bnt I Enow the conditions in Tampa, and I have
the figures as to the ludustry there. Therefore I am obliged
to refer to Tumpa; but the sume remirks apply to New York
or Peunsylvania or Chiengo or St. Louis or anywhere else
where thege cigars are made,

In the Tampa district alone the Government Income from
{ts two major taxes—that is, without regard to the ecapital
tax, the two major taxes belng the revenue tax amd the cus-
toms duties—in 1924 amounted to §3,806,7066 internal-revenue
tax and §1,857,977 customs duties. In otlier words, in Tampa
alone, where this indnstry, and particularly the making of
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these clags D and class B cigars, is established on the highest
possible basls of efficiency and good work, this Industry paid
to the Government in 1924 $5,714,743. I think we are entitled
to some consideration here. That industry alone pays that
much to the Government, and that is without regard to the
capital-stock tax.

Mr. SIMMONS.
question:

The VICE PRESIDENT. Does the Senator from Tlorida
yield to the Senator from North Carolina?

Mr. FLETCHER. I do.

Mr. SIMMONS. The committee, I think, was constrained
to make the rednction on these low-priced cigars because the
cigarette has come into violent competition with that class of
cigars. I desire to ask the Senator if the clgarette has come
as much into competition with the high-class cigars embraced
in these two sections that he wishes to have amended?

Mr. FLETCHER. 1 think not.

Mr, SIMMONS. It was the competition of the cigarette, I
think, that moved the committee chiefly to make these first two
reductions, and I think the impression of the committee was
that these higher class cigars were not met by the same kind
of competition; and I think that is a very important fact in
connection with the propesition which the Senator now ad-
vances.

Mr. FLETCHER. I think undoubtedly people largely got in
the habit of smoking cigarettes when good cigars cost too much
money.

Mr. SIMMONS. But do the people who smoke these high-
class cigars resort to the cigarette because it is cheaper, as
the people who smoke these low-class cigars do? Of course, the
people who use the low-priced cigars are people of very moder-
ate means, and they have to consider the cost of their smoke;
and if they find they can get a smoke from the cigarette much
cheaper, they resort to the cigarette. Therefore the demand
for the low-class cigars has fallen off so much that the industry
is not profitable. The man who buys the 20-cent cigar or
the 25-cent cigar, however, does not care particularly about
the price of his cigar. e is not dispesed to discontinue his
use of that high-priced cigar because he can get the cigarette
a little cheaper, as is the case with the man who uses the low-
priced cigar.

Mr. COPELAND. Mr. President, will the Senator yield?

The VICE PRESIDENT. Does the Senator from Florida
yield to the Senator from New York?

Mr., FLETCHER. I yield to the Senator.

Mr. COPELAND. There was a very distinguished predeces-
sor of the present Vice President who said that the great need
of this country was a good 5-cent cigar.

Mr. President, I desire to ask the Senator a
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law under the committce bill as reported to the Senate of
$17,000,000.

Mr. FLETCHER. Yes; that is all right. That ought to
have been done. Your taxation, ag I say, has been on a war
basis. There has been an increase ranging from 3314 per cent
in the case of the low-grade cigars to 400 per cent in the ease
of these cigars that I am talking about. It is absurd. You do
not want to drive out of the country an industry that Is manu-
facturing these high-class goods, and let the people who enjoy
that kind of goods be dependent upon Habana and cther foreign
places for their supply.

Mr. SMOOT. I have all of my mail separated in accordance
with the demands made for the reduction in the tax on
cigars, beginning with the 5-cent cigar, then the 10-cent
cigar, then the 15-cent cigar, I have all of those letters,
hundreds and hundreds that I have received, classified, and
there was not one single letter asking for a reduction of the
tax on the higher-priced cigars.

Mr. FLETCHER. That is most astonishing.

Mr, SMOOT. If the Senator wants to come over to the
commitiee, I will be glad to show him all of the letters. I
thought that was rather astonishing, too. Most of them were
in relation to the 5-cent cigar.

Mr. FLETCHER. Most of them; yes,

Mr. SMOOT. Next in number were those relating to the 10-
cent cigar.

Mr. FLETCHER. Those classes, class A, class B, and class
C constitute the main production, I know, and I am not find-
ing any fault with the committee. On the contrary, I am com-
mending them for their wisdom in making those reductions.
But my position is that it is not falr to stop there. I think
the committee should include the other classes. The Senator
speaks about the letters he has received. I have received any
number of letters and petitions of all sorts asking a reductlon,
and I think that this association, known as the Tobacco Mer-
chants’ Assoclation, an organization representing cigar man-
ufacturers all over the country, applied to the Committee on
Finance, as they did to the Ways and Means Committee in
the House, urging in the hearings a reduction of 50 per cent
all down the line, in classes A, B, C, D, and E. That is the
request they made, and that is what they urged bLefore the
Committee on Ways and Means in the House, a reduction of
50 per cent. *

I am not asking quite that. Where the tax is $12 a thou-
sand under the act of 1924, T am asking that it be made $7.
Where it was $15 a thousand under the act of 1924, I am ask-
ing that it be made $8. So I am not asking even as much as
this Tobacco Merchants' Association has asked, an organiza-
tion which has a membership all over the country and repre-

Mr. SIMMONS. That is the reason why we reduced the tax | gents this great interest generally, They ask for a reduction

on the 5-cent cigar.

Mr. FLETCHER. That is all right. I have no complaint
to make of that at all. That is a good end of the business.
When, as a war measure, you increased the taxation on the
f-cent cigar 3314 per cent, you ought to get back somewhere
to the half of that; and then yon increased the taxation on
these cigars that sell for more than 20 cents 400 per cent. I
am simply asking you to get back to 200 per cent.

Mr. SMOOT. Mr. President, does the Senator think that a
man who smokes a 20-cent cigar is going to cease smoking that
cigar because of a tax of half of 1 cent on the cigar? Does
the Senator think he is going to quit smoking because It costs
him half of 1 cent?

Mr. FLETCHER. He is not going to quit smoking unless yoa
drive the manufacturer of that kind of cigar out of this coun-
try. You are tending here to crush out a great industry.

Mr. SMOOT. No; the manufacturer charges to the cost of
his eigar just what it pays in taxes. Let me tell the Senator
this: Take, for instance, cigarettes. Thelr use has increased
1,000 per cent in the last few years.

Mr. FLETCHER. I do not doubt it.

Mr. SMOOT. There hag been an increase of 1,000 per cent
in the use of cigarettes in the United States. That has natu-
rally affected the cheaper-cigar market; and the Finance Com-
mittee cut the taxes below those that the House provided.

Mr., FLETCHER. Somewhat.

Mr. SMOOT. Now the Senafor is pleading here, after I
thought the committee had gone to the very limit——

Mr. FLETCHER. The committee has mnot touched this
item,

Mr. SMOOT. We have reduced the taxes $17,000,000 on
cigars.

Mr. FLETCHER. You get $44,000,000 out of this industry.

Mr. SMOOT, We got out of cigars $43,000,000, and the
House reduced that to $31,000,000, and the Finance Committee
reduced it to $26,000,000, leaving a reductlon from the present

of 50 per cent.

Mr. REED of Pennsylvania.
ator yield for a guestion?

Mr. FLETCHER. I yield to the Senator.

Mr. REED of Pennsylvania., The BSenator has stated that
this business of manufacturing the high-priced cigars has been
cut down by the high taxes. I would like to call his attention
to the actual figures of production since 1918 and ask him to
explain them.

The low-priced cigars, class B, which sell for from 5 to 8
cents apiece, were produced in 1918, we find, to the number
of 4,167,000,000, and the output of those cheap clgars, which
we were taxing at $6 a thousand under the war taxes, declined
to 1,273,000,000 in 1824, a reduction of more than 66 per cent.
On the other hand, these class D clgars, about which the
Senator is now talking, the 15 and 20 cent cigars, which we
taxed at 812 a thousand, actually increased from 16,000,000, in
1918, to 116,000,000, in 1924,

The committee cut the tax on the cheaper cigars in half,
from $6 to 33, and they cut the tax on the more expensive
cigars less. They cut it from $12 to $10.50. In view of the
fact that the number of cheap clgars was declining, that the
industry was on the wane, while the ecigars about which the
Senator talks have increased in number sevenfold since 1918,
does not the Senator think that what the committee did was
substantial justice? That is a pretty long question, but, per-
haps, the Senator will give it a long answer,

Mr. FLETCHER. I think that what the commlittee did, as
I sald a while ago, is most commendable; but they have not
gone far enmough. It may be that the consumption of these
high-class cigars has increased. I have not the figures as to
that. I have the figures as to the increase in population from
1917 to 1925, namely, 11,320,875, an increase of 11.1 per cent.
The total consumption of cigars decreased 1,349,436,790, or
16.8 per cent, and the per capita consumption decreased 24.1
per cent,

Mr, President, will the Sea-
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Mr. REED of Pennsylvania. But the decrease came In the
cheap cigars, where we have given the relief, and the consump-
tion of these expensive cigars has increased sevenfold.

Mr. SMOOT. The consumption of even class E clgars has
increased 29 per cent, the cigars costing 20 cents and above,
while as to the class D cigar, as the Senator has said, the
consumption of that has Increased 700 per cent. .

Mr. FLETCHER. There has been an increase in population,
and there has been an inerease in demand. The people have
been able to pay a higher price for cigars, and they want some-
thing good. I am not so sure that we might not have an
improvement in the output of Cabinet meetings if they smoked
clear Havana cigars instead of West Virginia stogies. I am
inclined to think the meetings might be much more agreeable
and better, with a possibility of getting better resnlts. The
people are learning gradually that in order to enjoy a satisfying
smoke they have to have the Havana goods, and they are being
consumed more and more where the people can afford to get
them. Some people have not yet learned about these clear
Havana goods which we make a specialty of making in bond
in Tampa.

Mr. SMOOT. Advertise more.

Mr. FLETCHER. During 1925, it is interesting to note,
Tampa produced, in round figures, 490,000,000 cigars, of which
84,000,000 were sold under class B, and 8,800,000 under class B.

Mr. NEELY. Mr. President, will the Senator yield?

Mr. FLETCHER. I have not the complete figures available
for the United States, but I estimate that during the year
approximately 150,000,000 class D ecigars were produced
throughout the country, with perhaps 40,000,000 class B cigars.

The VICE PRESIDENT. Does the Senator from Florida
yleld to the Senator from West Virginia?

Mr. FLETCHER. It is a general industry, scattered over
the United States. I yield. I did not mean to get a rise out
of the Senator from West Virginia by that piece of pleasantry,
but I yield to him to defend West Virginia smokes.

Mr. NEELY. I heard the Senator say something that
sounded as if he were slandering West Virginia cheroots. His
back was turned to me, and I did not hear all he said, but
if he has any criticism to make of anything produced in West
Virginia, I want to protest against it. Would the Senator
please repeat——

Mr. FLETCHER. I think people do very wetll to smoke
West Virginia smokes, or cheroots, if they can not get any-
thing better, and do not know anything about clear Havana
goods. [Laughter.]

Mr, NEELY. Mr. President, a large number of our people
who have recently gone to Florida and lost their money in
real-estate deals down there came back so poor that they could
not buy anything else but the cheapest cigars which we pro-
duce in West Virginia—which, by the way, are better than the
high-priced cigars produced in many other States—and these
returning wanderers find their health better after they smoke
West Virginia tobaceo than it was when they were smoking the
expensive cigars produced farther south,

Mr. FLETCHER., I found any number of West Virginia
citizens, very fine people, located permanently in Florida
when I was down there in November, and they seemed to
be very prosperous and happy, with no idea of ever returning
to West Virginia.

Mr. NEELY. That is because Florida has abolished the
inheritance tax, After we get through with this revenue bill,
if the coalition spoken of by some of my colleagues stands, I
assume there will be not quite so much attraction in Florida as
there is at the present time. Then your citizens, Mr. President,
and West. Virginia's cltizens will stop dodging taxes and come
back home, not only to live but to die, and finally go to
heaven.

Mr. FLETCHER. Of course, if they had had any estates
worth while they could have gotten rid of the inheritance tax
all these years in Florida ever since 1845,

Mr, WATSON. Mr. President, will the Senator yield?

Mr, FLETCHER. 1 yield.

Mr. WATSON. The late Tom Marshall said that what this
country most needed was a good nickel cigar. The tax we put
on them drove them out. This tax we provide will enable us to
again have a reasonably good b-cent eigar.

Mr. FLETCHER. I hope so,

Mr. WATSON. Driving out the cigar led to the manufac-
ture and consumption of the cigarette. In the last year we
manufactured 72,000,000,000 cigarettes in the United States,
partially because the cheap cigar was driven out, partially be-
cause the boys, as well as the girls and the women, began fo
smoke them.

Mr. SMITH. Smoke what?

Mr. WATSON. Cigarettes; not West Virginia cheroots.
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Mr. NEELY. The women did not smoke any of these 20-
cent cigars the Senator from Florida has been talking about,
did they?

Mr. WATSON. No.

Mr, NEELY. I understand those clgars are so strong that
nobody but an unusually strong man can survive the smoking
of them.

Mr. WATSON. Seriously, I think the committee undoubt-
edly did the right thing.

Mr. FLETCHER. I thoroughly a
they go quite as far as they did with reference to the 5-cent
cigar. In that case they reduced the tax 50 per cent. I am
asking that they approach that all down the line, as to all
these classes, that is all.

Mr. WATSON. Baut inasmuch as the manufacturer of that
particnlar class has gradually increased, there is no oceasion
for an increase in the tax.

Mr. FLETCHER. Apparently the consumption has in-
creased.

Mr. WATSON. Manyfold.

Mr. FLETCHER. But the industry Is to-day struggling
under the highest prices they have ever paid for raw ma-
terials. They have to pay the customs duties on this material,
wages are higher than they have ever been, and I say to the
Senator frankly that one of the largest manufacturers of these
clgars in Tampa told me he was not making to-day 1 per cent
on his investment in his business. Yet the committee propose
to tax this industry 20 per cent on its yield. Twenty per cent
of all the gross returns from this manufacturer's establishment
must go in taxes to the United States Government. Does the
Senator know any other industry struggling under such taxes
as that?

Mr. SMOOT. I think the Senator has made a wonderful
defense of the clgar business. Are there any more figures the
Senator wants to put in?

Mr. FLETCHER. I am glad to have the suggestion that I
ought to quit; and I am willing to do so. I have plenty of
statements here bearing directly on the justice of this amend-
ment, but I will not take the time to read them, as I want to
hurry on with the bill. But I do want a fair, square under-
standing of just what is belng done here, and a vote on the
committee’s conclusions as to whether they are treating this
industry right or mot. It is mot a question of Iuxury any
longer in the smoking of good cigars. People generally are
smoking good cigars where they can get them, and this redue-
tion would not go so much to the benefit of the manufacturer
as to the improvement of the class of goods and the increase
of consumption. Whereas the reduction I have asked for might
mean a possible decrease in revenue, on the face of it, to the
amount of something like a million dolars or so, if the com-
mittee will consider the increased consumption that will follow
the increased demand for these goods that will follow they
will find that the Government will not lose anything by making
this reduetion.

The VICE PRESIDENT. The question is on agreeing to the
first amendment of the Senator from Florida in line 5, on
page 213,

Mr. FLETCHER. To save time, I am willing fo have both
amendments considered together, if it is the desire that we do
s0, the amendment in line 5, page 213, to change $10.50 to
$7, and on line 8, page 213, to change $13.50 to $8.00, and con-
sider the two propositions together.

Mr. TRAMMELL. Mr. President, my colleague has entered
into the subject very thoroughly and I believe it is fully un-
derstood by the Members of the Senate, but I desire to add
merely that the city of Tampa has built up the greatest cigar
manufacturing induostry in the United States. Also in Key
West, Fla.,, there is very extensive manufacturing of clear
Havanan cigars. The committee, in considering the question
of the tax upon cigars, saw fit to make a reductlon of approxi-
mately 50 per cent on the cheaper grades of cigars. The
theaper grades of cigars are nof manufactured in Florida to
any great extent. It Is the higher classes of cigars costing
from 10 to 25 cents that are manufactured principally in our
Florida cities. We are contending that the indusiry within
our State, and also, of course, in New York and some other
sections of the country, is entitled to the same consideration
as the cheaper classes of cigars.

I believe manufacture of the cheaper classes of cigars has
diminished largely on account of the increased cost due to
the revenue tax and to the Increased cost of manufacture, re-
sulting in poorer grades of cigars, and that fact has driven
people more to the smoking of cigarettes.

This situation also prevails in regard to the higher classes
of cigars. DBefore the expenses were so great attaching to
clear Havana elgars, one could purchase a splendid cigar

ee. I am not asking that
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for 10 cents; but now, with the customs duty and the internal-
revenue tax as imposed by law and as proposed to be imposed
by the pending bill, it is and will be almost impossible to pur-
chase a clear Havana cigar for less than 13 cents or two for
a quarter. Of course, the price runs as high as 20 and 203
cents. It is the contention of the industry in Florida, and I
believe throughout the country, that if the duty is reduced or
the tax is reduced there wiil be an increase and expansion
in the manufacture of the higher classes of cigars. That is
the position which has been taken, I am sure, by the Florida
manufacturers. I am told that the industry is struggling under
the expense imposed by revenue taxes and by the customs dues.
We are pleading that those who conduct this industry in Flor-
ida should have the same consideration as those who manu-
facture the cheaper grades of cigars; that is all.

Why should the manufacturers of cigars costing 5 to 8
or 10 cents in other States have a 50 per cent reduction
while the manufacturers of the higher classes of cigars, which
are the product of Florida manufacture, are only granted a
reduction that amounts to not in excess of 1214 per cent.

Mr. NORRIS. Mr. President, will the Senator yield?

Mr. TRAMMELL, Certainly.

Mr. NORRIS. I presume the Senator is referring partleu-
larly to Florida?

Mr. TRAMMELL. T am.

Mr. NORRIS. That is the State where Congress has de-
cided to establish an untaxed reservation for millionaires.
8o why should they not pay a higher tax than the rest of
the country on the cigars they smoke?

Mr. TRAMMELL. There is no reason why they should pay
more. I know the whole attifude of the Senator from Ne-
braska would indicate that he does not think a man who has
$1,000,000 should live anywhere unless he has higher taxes
imposed upon him than are imposed upon anyone else.

Mr. NORRIS. We can not tax him there upon his inher-
. itance or his income, but we can tax him on the clgars he
smokes.

Mr. TRAMMELL. The Senator’s attitude is that we have
to bear down very heavily on the wealthy of the country,
whether in Florida or Nebraska or anywhere else. He wants
to drive them from Nebraska, and we are glad to have them
in Florida.

Mr. NORRIS. That is all the more reason why they should
pay the taxes on their cigars.

Mr. TRAMMELL. We do not want to discriminate against
them on the cigar question. These cigars are sold all over
the country and not simply in Florida. A great business has
been established throughout the country by virtue of the enter-
prise and industry of the manufacturers of clear Havana
cigars in the city of Tampa and the city of Key West in par-
tienlar, and also through the efforts of manufacturers in other
places in Florida.

Mr. BLEASE. Mr. President, may I inquire of the Senator
where the tobacco comes from?

Mr. TRAMMELL. The Havana tobacco is brought from
Cuba, and the manufacturers, as has been stated by my col-
league, pay to the Federal Government more than $3,000,000 a
year in customs duties. The wrapper, of course, comes more
or less from other sections of the country. They use quite
extensively a wrapper produced in the northern part of our
State, where we produce a most excellent quality of wrapper.
It is a class of wrapper that is also produced in Connecticut
and other sections of the country. But the Havana filler, so-
called, comes from Cuba; it is imported to Florida from Cuba.

What we insist upon is that the higher class cigars should
have the same consideration when we come to making reduc-
tions and that the industry deserves that recognition at the
hands of Congress. If we maintain the higher dutles on the
better grades of cigars when we have lowered the tax on the
cheaper class cigars, we will come near to hampering and
interfering with the expansion and enlargement of the industry
engaged in the manufacture of the higher priced cigars.

Mr, SIMMONS. Mr. President, I only want to say a few
words. I dislike very much to have to antagonize my good
friends from Florida, but there must beé some proportlon in
the taxes imposed upon competing produets. Cligars compete
with cigarettes. The two Senators from Florida represent a
cigar-producing State and I represent a clgarette-producing
State. The tax imposed on cigarettes is 37.50 a thousand,
more than the tax imposed in the pending bill on the cheap
cigars, and within $1.50 or $2 of the tax imposed upon the
high-grade clgars. That is out of proportion.

I would be tempted, if the Senate should go any further in
these reductions, to urge a reduction in the high tax upon
cigarettes. There never has been, from the peak prices of the
war, 1 cent of reduction in the tax on cigarettes. I am not
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asking, and I do not want to ask, for any reductlon, but it is
a competing product, and if we are going on down the lime
cutting the taxes off of cigars, I would be forced to ask for
some reduction in the tax on cigarettes.

Mr. FLETCHER. I call for the yeas and nays on agreeing
to my amendment.

Mr. SBMOOT. Let us have a division.

Mr. FLETCHER. YVery well,

On a division Mr. FrercHer's amendment was rejected,

Mr, LA FOLLETTHE. Mr. President, I ask unanimous con-
sent to have printed in the Recorp an article by Thomas Reed
Powell, of the Harvard Law School, on “The abolition of the
Federal inheritance tax.”

The VICE PRESIDENT.

The article is as follows:

THE ABOLITION OF THE FEDERAL INHERITANCE TAX
(By Thomas Reed Powell, Harvard Law School)

The publication in the November Bulletin of “ Extracts from report
of special committee of the trust company division of the American
Bankers® Assoclation,” giving reasons for the abolition of the Federal
estate tax, prompts me to offer a few comments on some of the reasons
advanced in favor of the abolition advoeated. These comments are
designed pot as an argument in favor of the retention of the tax,
but rather as an Inquiry into the canons of judgment that should be
applied in passing upon an important issue of publle policy. When I
find what seem to me foolish reasons urged by presumably picked
minds, I am tempted to believe that the reasons are not the Inducing
cause of the conclusion, but are put forward to rally support for a
concluslon founded on other considerations.

After describing the Federal estate tax and the Federal gift tax,
the report affirms that “ the Federal estate tax 13 not based on the
same logical right as the State inheritance tax."” This is true in a
sense. The States have a speclal power over Inheritance not pos-
gessed by the Federal Government. This speclal State power to regu-
late the devolution of the property of a decedent has been referred to
by the courts in condoning State inheritance taxation that violates
accepted constitutional canons of property taxation. The recent
Frick case Indicates a wholesome modification of the general latitude
shown toward State inheritance taxation, and bids us hope that in
time the idea of Inheritance as a State-controlled privilege will no
longer appeal to the Supreme Court as a sufficient basis for sustain-
ing State taxation that in substance is taxation of extraterritorial
values.

This special State power over inheritance has been selzed upon as
a justification for some State taxation that is undeniably unfair,

It does not follow, however, that without this special State power
over the devolution of property, the States would not have power to
levy Inheritance taxes. This special power has not beéen the necessary
basis of the power to tax. It has been the necessary basis merely
of certain excrescences in State Inheritance taxes. Without any such
speclal power the Federal Government has authority to lmpose estate
and legacy taxes, as the report recognizes by its citation of New York
Trust Co. v. Bisner. Whatever difference thera is between State
and Federal power over the devolution of property has logical relation
only to possible special features of inheritance taxation. The logical
difference is not the broad, logleal difference that the report assumes
it to Dbe.

The argument of the report on this point, If carried to Its logical
concluslon, would deny to the Federal Government the power to impose
an excise on dolng business in coporate form, an exclse on manufacture
or on sales. The States have the power over corporate charters, the
power to regulate manufacture, and to regulate Intrastate sales. The
United States has no one of these powers. Yef, the United States may
It may tax them Dbecause they take place
within its borders. 8o it may tax inheritances because of the relation
of the inheritance to the geographical area of the Unlted States or the
relation of the decedent to the soverelgnty of the United States. With
the special issue whether Federal taxes on these subjects are direct
taxes or indlrect taxes we need not be concerned. They have been
authoritatively adjudicated to be Indirect taxes. The distinction be-
tween direct and indirect taxes goes, not to the power of the United
States to tax the subject, but to the necessity of apportioning the tax
among the Btates according to population.

11

The second proposition of the report is that *the Federal estate
tax should be reserved for emergencles only.” .This is supported by
the facts that In the past Federal inheritance taxes have been of brlef
duration. This iIs of slight significance. The conditions of the past
are not the same as the condltions of the present, as the needs of the
past are not the same as the needs of the present. The appeal to his-
tory la ineffective without a concrete comparison of the past and the
present, This comparison Is not undertaken by the report. There is
the assertion that “ it is believed that' I'ederal inheritance taxation

Without objection, it is so ordered.
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“ ghould be an emergency source of revenue, to be done away with as
soon as the emergency has passed,” followed by the assertion that
“we conslder that that situation has now arrived.” It is hard to say
that the flscal emergency of the war i8 over when the United States
gtill owes some twenty billions of dollars borrowed becguse of the
war. In the past, when the Federal inheritance tax has been lifted,
there was no such indebtedness still unpaid.

There are excellent reasons why an Inheritance tax should not be
regarded as a pecullarly appropriate emergency tax. Emergeney taxes
should be related to enterprises that have some relatlon to the emer-
gency. Folks die whether the Government has special need of revenue
or not. From any standpoint, other than that of a need for revenue
that outwelghs all considerations of falrness to taxpayers, it 18 whim-
gical in the extreme to put taxes on estates, depending upon whether
the decedent dies in one quinguennium or another. Those who feel
the grasp of an inheritance tax because thelr decedent died before Jan-
uary 1 have solid justification for feeling that they have been grievously
discriminated against if others have escaped entirely becauvse their
decedent dies after January 1. From the standpoint of equality be-
tween individuals, the argument in faver of long-time continuity of
inherltance taxation 18 much stronger than that in favor of an inherit-
ance tax that goes on or off a8 some governmental need rises or falls.
The report would have been more welghty on this point if it had urged
that the Government should not, because of an emergency, impose higher
inheritance taxes than It lmposes over a long perlod of years,

I

The third proposition of the report 1s that " the Federal estate tax
{8 no longer needed as a source of Federal revenue.” This is sup-
ported by figures showing that the annual yield of the estate tax is
less than the annual surplus of the Federal Government. The report
does not mention the fact that the Federal Government still owes some
$20,000,000,000. Such taciturnity tempts one to gquestion the candor
of the authors of the report. The question whether we should in-
crease the rate of reduction of the national debt I8 onme about which
there can be no difference of opinion from the standpoint of the
welfare of the Natlonal Treasury. Everyone would agree that the
debt should be reduced as fast as possible, provided the reduetion
might be painless to taxpayers. Any effort to alleviate the pain of
reduction, on the ground that reduction Is not desirable, is quite
patently more gensitive to the pain than to the public fiseal problem.
Federal estate taxes may be painful and bad in other ways, but they
are not bad because the Government wouldn't know what to do with
the proceeds.

v

The fourth proposition is that * the abolition of the Federal estate
tax would increase inheritance-tax revenue in the States."” The re-
port states that 20 of 46 States now deduct Federal inheritance taxes
from the estate taxable by them. Under such statutes the BState
taxes would be larger If there were no Federal tax to deduct, They
would be egually Jarger if the 29 Btates adopted the rule of the
other 16 and declined to allow the deduction of the Federal estate
tax, The States have mo need whatever of the abolition of existing
Federal estate taxes. In so far as the report goes on to suggest
that the States with a broader tax base might use lower rates and
that the abolitlon of the Federal estate tax would reduce the bother
and expense of administering estates, it points to undeniable truths.
These truths, however, are not pertinent to the caption that the
abolition of the Federal estate tax would increase Inheritance-tax
revenue in the States. They show merely that it would be nicer
for those who have to pay taxes if they didn't have to pay them. No
one doubts this. Yet while it may have played some part in the
minds of the promulgators of the report, it is not put forward as
one of the heads of the argument.

v

Another aspect of the pelf-interest of the taxpayer is, however,
chosen as the keynote of the fifth propesition of the report. This
gays that “the admvinlstrative burden on estates is heavier in the case
of the Federal estate tax than in the case of Btate inheritance taxes.”
The reason given is that Washington Is farther away than the
State capitals. This is a reason why it might be well for the
Natlonal Government to decentralize its administrative machinery
for assessing and collecting Federal estate taxes. It can hardly
be a reason why the National Government should forego & tax.
Such a reason, If a good reason, would apply to many other forms of
national taxation, The Natlonal Government must live, even If its
Capital is not in the immedlate vicinage of taxpayers,

Vi

The report then goes on to present objections to five arguments ad-
vanced in support of the retention of the Federal inheritance tax. All
the arguments thus picked out for refutation may be foolish argu-
ments, and still the Federal estate tax may be a wise tax. The argu-
ments may severally be weak and yet collectively strong. No one argu-
ment may give a sufficient reason for the tax, but each may give one-
fifth of a sufficient reason, Or a sufficlent reason may be found in the

CONGRESSIONAL RECORD—SENATE

FEBRUARY 11

underlying fact that the tax ylelds revenue to a Government which has
need of it and in the collateral fact that the arguments urged agalust
the partlcular tax are arguments against taxation or arguments based
on private interest rather than on public welfare,

(a) The first argument set up to be knocked down s the claim that
the Federal estate tax rounds out a complete system of taxation and
enables the Federal Government to overcome to a degree the obstacies
to getting revenue from exempt sources. Hstate taxes may be meas-
ured by assets Invested in State and municipal bonds, whereas the
Federal income tax may not.

This isn't a very compelling argument in favor of the retention of
the Federal estate tax, and the objections urged against {t In the report
are sufficiently satisfying,

(b) The second prop of the estate tax which the report seeks to
fell is the “claim that war debts should be paid from capital” To
this the report answers:

“All Government debt is simply postponed taxation. The taxatlon
levied to meet it should fall within such rate Umits that it can be paid
by taxpayers from their current income, It should not require a tax
derived from the sale of capital assets of estates which arise through
such fortulteus circumstances as deaths occurring during the term of
the debt.”

This is a general argument In favor of income taxation as against
inheritance taxation, A judiclous mixture of the two is so firmly set-
tied a canon of taxation that a complete condemnation of either ele-
ment in the compound need not be consldered. The final sentence of
the refutation deserves fuller consideration. It is an argument against
inheritance taxes as emergency taxes, though the report elsewhere in-
sists that such taxes are emergency taxes. If “deaths oceurring dur-
ing the term of the debt' are “ fortuitous cireumstances,” how much
more fortuitous are the deaths occurring during a two-year war and for
six years thereafter, while $20,000,000,000 of the debt are still unpald,

If the argument were that death itself {s a fortultous cirenmstance
and therefore should not glve rise to a tax, It could readlly be met,
Inheritance taxes genmerally are not to be swept away by such a
zephyr. The windfall to the reciplents of the assets of decedents is
fortuitous end fiscally fortunate. These are compelling justifications
of inheritance taxation when the Government needs money or can use
it wisely, What the reciplent gets comes not from his own efforts but
by the chance of having someone leave it to him. The fact that it
comes by such a chance Is a fortuitous fact, but it affords a solld rea-
son why the Government should get some of it In order to take less
from what comes through sweat of brain and brawn, or from capital
acquired by sweat of brain or brawn.

The report does not directly controvert this. The fortuitous cir-
cumstances it has in mind are not deaths, but deaths occurring during
the life of the war debt. It finds fortuitous inequality in confining the
Federal estate tax to such period.

This is an argument why an inheritance tax should never be im-
posed or else an argument why an inheritance tax once imposed shonld
not be lifted. The situation is that we have a Federal inheritance
tax. Q. E. D. Clearly enough, to justifiable fortuitousness is added
unjustifiable fortultousness, If the ehance occurrences of deaths glve
rise to taxation only in spasmodic periods. Tt is fairer all around to
tax inheritances over a long term of years than over a short term
of years. The life of the nationsl debt blds fair to be a sufficiently
long perlod, so that we need not push this “ fortuitous ™ argument to
its Umit that estate taxes like death itself should be perennial.

Bomewhat collaterally the report argues that the longer the Pederal
estate tax is retained, the more likely it s to be permanent, and that,
if 1t s permanent, It needs supplementary forms of taxation, thereby
Increasing the machinery of Government and the annoyance of tax-
payers. The report cites the gift tax as an effort to prevent the
evaslon of the estate tax. These are reasons why those who inherit
should prefer the abolition of the estate tax, They are not snficient
reasons why it should be abolished,

(¢) The claim that the Federal estate tax sghould be retalned for
social purposes is met by saying that “we do not belleve it is the
funetion of the Federal Government, through the instrumentality of
taxation, to accomplish alleged social reforms.” 'The unconstitution-
ality of the Federal child-labor tax is eited and it i then avowed:
“It Is belleved that the only tests which a legislator or the publie
should apply to this question should be, ‘ Does the United States Gov-
ernment need the money to balance an intelligent budget, and is this
the best method of ralsing it?'"” One wonders how many of the
favorers of this report favor a protective tariff, More generally, it
may be sald that any scheme for raising revenue necessarily has soclal
results as well as fiscal results. No discerning person can find it pos-
sible to belicve that the Federal Government ean tax without produe-
ing social results. Discerning persons may disrelish “ the alleged soclal
reform " of getting ratably more money from those whe have much
than from those who have little, where they do not disrelish the alleged
gocial beneficence of endowing American manufseturers and Amerlean
laborers at the expense of American consumers; but they can not ohject
to taxation by the Federal Government because it has social results.
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True enough, the Federal child labor tax was beld unconstitutional.
But the Federal estate tax was held constitutional. Beyond doubt it 1s
predominantly a fiscal measure, as the child labor tax wae not. The
regulatory features of a Federal estate tax are collateral. They must
be compared with the regulatory features of alternative forms of Fed-
eral taxation. The report asks the right question In its concluding
pentence under this head, but it does not tell us why more rapid debt
reduction should be excluded from * an intelligent budget,” and it does
not commpare the estate tax with the automobile tax and the tariff and
the many other forms of Federal taxation to show why the estate tax
should be the one to be abandoned—except as it shows Its inconven-
jence to those who have to pay it.

(d) The claim that the Federal estate tax should be retained to get
revenue to give grants in ald to the States for highways, education,
Natlonal Guard, ete,, 1s answered by a disrelish for grants in aid and
for Federal expenditures which encourage State expenditures. Neitler
the claim nor its disapproval has close relation to any particular form
of tax.

(¢) The claim that the Federal estate tax is needed to correct Btate
fnheritance tax policies 18 next eonsidered, Let us agree that correc-
tion by way of credits on the Federal tax of payments of State taxes
would be incomplete and uneven, The report does not object to the
allowance of a larger credit for State taxes. It objects to the reten-
tlon of the estate tax for this sole purpose. Whether the tax, if re-
talned, can be made a suecessful instrument for reducing to a satis-
factory degree the inequalities resulting from the varying inheritance
tax policies of various States is a subordinate question. If the favorers
of the report do not attain their major end of abolishing the Federal
estate tax entirely, we may then be grateful for their contribution of
reasong why the allowance of credit for Btate taxes wlll not go far
toward correcting the inequalitles resulting from the diversities of
State Inberitance tax policles.

YII

Part II of the report condemns the gift tax, It says that many
constitutional lawyers think it unconstitutional and that President
Coolldge has called It of doubtful legality. The report does not go into
reasons. Thereby it avolds some of the pitfalls It has stumbled Into
elsewhere. It says that legal difficnlties of construetion and the admin-
istrative difficulties of collection are out of proportion to the amount
to -be collected. These suggestions would be worth econslderation if
they were made specifie,

Two contentlons made separately may be considered together. The
report says that the gift tax prevents normal donations and Is not
needed to eliminate loss of Federal taxes through gifts to reduce {ncome
taxes and estate taxes. No statistics are glven. None ean be given.
The report seems to overlook the facts that would-be donors who are
regtrained because of the gift tax subject themselves to continued
-restiveness In the higher brackets of the income tax and subject their
legatees to estate taxes on what goes by will instead of by gift Inter
vivos. Any father desiring to endoiw his son for other reasons than
reduction of taxation would be a hard father if he refralned because of
the gift tax and left the son to walt to suffer from an inheritance tax.
The report refrains from mathematics and does not affirm that the gift
tax makes gifts Inter vivos a more expensive method of donation than
gifts by will. If it does, this might be a reason for reducing the rate
of the gift tax. It would not be a reason for abandoning it so long as
the Income taxes and the estate taxes remain in force.

The cream of the argument comes in the concluding paragraph, which
cencedes that gifts inter vivos have been Increased by reason of the
high rates of the income tax and the estate tax, and then proceeds:

*“ The remedy, however, is not to continue an additional economic
evil—the gift tax—but to reduce the rates of income tax and to abolish
the estate tax, go that these taxes will no longer seriously disturb the
ordinary economie life of the Nation.”

This 18 the answer to the ¢laim on behalf of the gift tax that it pre--

vents the evasion of other taxes. The way to prevent the evasion of
the estate tax, says ithe report, 18 to have no estate tax to evade,

The way to prevent the evasion of the income tax Is to reduce it,
and thereby reduce the temptation to evade {t. The way to prevent a
man from killing his wife iz to have some one else kill her, and thus
to have no wife to kill.

A gentle word may be said about the position of the report that
* those who believe the estate tax serves a purpose of social economics
by alding the diffusion of wealth can not at the same time logleally
advocate a gift tax which stops the voluntary diffusion of wealth.”
The diffusion of wgﬂlth. which is the * purpose of social economics,”
in an estate tax is not a diffusion by a father among his offspring.
The estate tax does not promote that diffusion. The diffusion it pro-
motes is a diffuslon of the wealth of a decedent not among his family
but among many other families by the abstraction of a part by public
authority to be devoted to public usges. The same sort of diffusion is
promoted by the gift tax. No one ever thought that an estate tax
had for Its object, or for one of its objects, gome Inducement to & man
to leave his money to his family. That Inducement arises allunde,
and may be trusted to continue in spite of estate taxes. 1f gift taxes
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are no heavier than the ensulng rellef from income taxes and from
estate taxes, gift taxes will not thwart any natural inducement of a
father to be a live donor instead of a dead one. Gift taxes will,
however, thwart Inducement to give him gifts for the sole object of re-
ducing income taxes and estate taxes.

Here endeth the consideration of the argument of the report against
the gift tax,

VIII

This paper, as confessed at the outset, Is an effort at destructive
criticlsm of a memorandum put forward to urge the abolition of the
Federal inheritance tax, It Is not designed directly as an argument in
favor of the retention of the tax. As may be surmised, I am not -
convinced by the report under review that the arguments it gives are
solid arguments. THhe report, however, may be as feeble in argument
a8 it seems to me, and still the estate tax and the gift tax may be un-
wise or unnecessary taxes, This, however, is a relative matter. The
evils of these taxes shonld be welghed In comparison with the evils of
alternative taxes and the evils of continuing heavy publle indebtedness.

That the Federal estate tax is annoying to those who have estates
to administer may be conceded. The administrative annoyances of any
inheritance tax are hard enough for tax officlals and bhard enough for
executors. The annoyance added by Federal taxatlion Is mnot great
compared to that inflicted by the varying and cumulative demands of
the varfous Btates. One may sympathize with officlals of trust com-
panies in thelr desire to reduce the annoyance wherever may be. One
may sympathize with taxpayers In their desire to abandon that un-
congenial rile by ellmination of the tax rather than by admission to
the worthy but not select group of those who have nothing to tempt
taxation. Buch sympathy, however, can not blind us to the fact that
inherltance taxation is a well-established means of getting revenue
for National as well ag for State Governments, and that it takes strong
arguments to justify the relinguishment of such a tax by a govern-
ment indebted to the extent of $20,000,000,000.

What I should like to know from the authors of the report under
review is why It is better to prolong heavy income taxation in order
to hasten the abandonment of estate taxation, I am the more curlous
when I find them also urging the reduction of income taxation. I am
curlous to kmow how far they think we can go in reducing Incoma
taxation to save those in the higher brackets from temptation to split
their wealth by gifts to members of their families and still get revenue
enough to maintain the present rate of debt reduction. I should like
to know what they meaun by *the ordinary economic 1ife of the
Natlon " which 18 to be saved from serious disturbance by the aboli-
tlon of the estate tax and the reduction of the income tax. I had
thought that the ordinary economie life of the Nation included taxation
for the reasonably rapid reduction of heavy public indebtedness. Re-
cent reading of the ticker has not revealed to me the serlous dis-
turbance of the ordinary economic life of the Nation by either the
income tax or the estate tax.

Recent reading of income-tax levies has revealed a degree of pros-
periiy among lenders, makers, and vendors that has not seemed to me
disheartening. 1 have even assumed that men with large incomes en-
joy paying high taxes, for 1 observe them applauding the position of
the Secretary of the Treasury that lower rates on rich men will make
rich men pay higher taxes. If has seemed to me that the reports
of the settlement of large estates show that governments can get good-
glzed taxes thereon and gtill leave something fairly adequate to the
needs of widows and orphans, I still need more light on this serious
disturbance to the ordinary economic life of the Nation.

I need, too, & fuller conslderation of the problem of the national debt
than the authors of this report have given me., To me the slogan of tax
reduction by debt reduction makes a strong appeal. I read in the
report that * no one would expeet a business corporation which sees
reasonable prospects of an early retirement of its emergency debt out
of its current earnings to sell part of its plant to pay that debt after
the emergency has passed.” I agree. Yet I question the analogy. I
have not seen any proposal to sell the National Capitol, the Yellowstone
Park, or the Panama Canal. Is the National Government gelling part
of its plant when it imposes an estate tax, not on itself but on some
one elge? How early are we going to retire the debt by income taxa-
tlon and still hope for reduction of income taxation? The war to end
war may leave in its train another war to end war. No natlon, even
one with the wealth of ours, Is best prepared for war or for peace with
a debt of twenty billlons of dollars.

Taxatlon is in part at least a public problem, and only in part a
private problem. In so far as the repert of the trust company division
of the American Bankers' Assoclation touches upon the public aspect
of the problem it seems to me woefully weak. In so far as it hints at
or i responsive to the private aspeet of the problem I find in it no
flaw.

Mr. SMITH. Mr. President, I desire to submit an amend-
ment, which I ask may be printed and lie on the table. I ask
that the clerk may read it.

The VICE PRESIDENT. The clerk will read as requested.
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The CHiEr CLErk. On page 134, after line 23, insert the fol-
lowing new paragraph :

1. The amount of Income taxes imposed by this act shall be assessed
within two years after the return was filed, and no proceeding in court
without assessment for the collection of such taxes shall be begun
after the expiration of such period.

And, on page 135, in line 8, strike out the words “and by
this act.”

The VICH PRESIDENT. The amendment will be printed

and lie on the table.

THE COAL SITUATION

Mr. COPELAND. I ask permission to have printed in the
Rroorp an article by Father John J. Curran, which is entitled
“The big stick Is needed,” published in Collier's Natlonal
Weekly, and also a leading editorial in the New York World of
to-day, which is entitled “The art of doing nothing—and some
reasons,”

There being no objection, the matter referred to was ordered
printed in the Recorp, as follows:

[From Colliers', the National Weekly, for February 18, 1926]
THE BIG STICK IS NEEDED

(By Father John J. Curran, for 40 years a potent mediating force
between coal miner and operator)

One punch from the White House would reopen the coal mines, gend
158,000 men back to work, and alleviate the terrible winter suffering
of more than a million women and chlldren. Let's have that punch
from the President!

All yearn for peace,

President Coolldge well might be guided to-day by the spirit of
Theodore Roosevelt. In the summer of 1912, when Colonel Roosevelt
came to Wilkes-Barre to attend my silver Jubiles, we recalled the
strenuous days of 1902, when we worked successfully to end the so-
called Mitchell strike, that kept the anthraclite miners idle for six
months.

“ Father Curran,” my dear friend sald to me then, “{if the operators
and the men had not agreed to arbitration in 1802 I would have put
the United States Regulars into the mines to dig coal. I would have
selzed a pick and gone with the Army. And you would have been at
my side, Perhaps I would bave been impeached, but we would have
moved the coal out of the mines and into the bins|"™

Vital differences prolonged the stubborn deadlock of 1802. No such
condition exists now. There are but two substantlal points of differ-
ence between the opposing factions. The miners insist upon arbitrat-
ing wages upward only., The operators wish to arbitrate downward
also at any time within the proposed five-year life of a board of con-
ciliation. The miners demand the * check off "—a deduction of union
dues from each pay envelope. The operators refuse this demand in
toto.

The miners, upon the recommendation of Governor Pinchot, have
receded materlally from thelr original stand as regards arbitration and
wages. 1 have talked with representatives of the operators, and I
fecl certain that a strong word from the President would bring to an
end this intolerable suspension of mining.

This is the time for the President to move declsively and firmly.

I gpeak from experlence, For my memory goes back to the six-
months strike of 1869, when I marched out of a mine near Pittston
in protest over threatened reduction in wages. I was 10 years old
and a mule driver. A year before I had been promottd from my job
as breaker boy, I earnmed a nickel an hour plcking slate out of the
coal as it raced through the chutes.

As a mule driver I earned more than 70 cents a day! I worked from
T in the morning until 8 in the evening, six days a week, and I never
saw the sun from SBunday to Sunday.

Conditions are different to-day. Spiritually different, too, thank
God. There 18 no longer the bitter personal hatred so marked, for
instance, in the strike of 1902.

That strike, President Roosevelt truly said, “ threatened the Nation
with disaster second to nome which bhas befallen since the days of
the Clvil War.,"

Often the colonel and I talked over the 1802 days. I remember
when he stayed with me during my jubilee. One morning at break-
fast he wanted another cup of coffee. He astonished the serving girl
by leaping from the table and carrylng hls cup Into the kitchen to be
refilled, :

The colonel was always very much interested in advice I always
gave strikers: Observe the law; avold llguor as you would the plague;
go Into the flelds and work.

I don't belleve In coerclon. Buggestion 18 a more powerful agent in
making men do the right thing.

The time {8 now at hand for a bit of suggestion from the White
House to the warring factions in the present strike. Moral pressure
-from the President of the United States would reopen the mines,

Apply this pressure, Mr. Coolidge!
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[From the New York World, February 11, 1926]
THE ART OF DOING NOTHING—AND SOME REASONS

Thie 1s the second coal strike and the third session of Congreas since
Mr. Coolidge became President. Twice In general terms he has recom-
mended legislation which would go far to prevent strikes in the future.
And yet Mr. Coolidge sits coolly in the White House and has not even
written a letter to a Henator or given out an anonymous hint through
his spokesman that he favors any particular coal bill before Congress
and would llke to see it enacted. Practically, Mr. Coolidge has done
nothing and 1s doing nothing about the most serlous industrial ques-
tion of his administration. His half-hearted recommendations made in
1028, forgotten in 1924, and renewed even more timidly in 1925, do not
count as actlon. Until the administration has a bill backed by the
White House and the Republican majority in Congress, It Is fair and
it Is true to say that the President is not serlously trylng to do any-
thing,

It Is pertlnent to ask why Mr. Coolldge I8 so little interested in his
own recommendations, One explanation, of course, s that, tempera-
mentally, Mr, Coolidge always prefers doing nothing, He hates to com-
mit himself to a deflnite course of positive actlon, he dislikes the
trouble and worry of trying to lead his party, he is afrald of rows,
and he Is gun-shy after the repeated drubbings administered to him by
his party in Congress. Never having made a success of his leadership
In Congress, he does not wish to risk another failure. To do anything
aboat epal would involve certaln risks, and Mr. Coolidge does not like
to take risks, He Is shrewd cnough to know that in about six weeks
mild weather will be here, and then the agitation about coal will die
down. By next winter the strike will probably be settled, and the next
strike may not come for some time.

There are other reasons why Mr. Coolidge is not ardent about his
recommendations. The brunt of the strike is borne by the State of
Pennsylvania, which is so solidly Republican that it can't squeal. The
inconvenience of the strike Is fclt chiefly in New England and in the
Middle Atlantic States, where Mr. Coolldge is so well Intrenched
among conseryatives that he can afford to defy the dlscontent of the
people of small means In the cities, who are generally Democratic any-
way. The profits of the strike acerue to the goft-coal interests in politi-
cally doubtful States llke West Virginia, Kentucky, Ohlo, Indiana,
1llinols, Mlssouri, which is very satlsfactory from the point of view of
party strategy.

Above all, the recommendations Include provision for publicity of the
coal operators’ accounts under Federal supervislon, and that is not the
sort of thing that Mr. Coolidge, or Mr. Mellon's pretorian guard of
industrial captains, cares to see enacted Into law. He has sworn not
to Interfere with the prerogatives of big business and to defend it
against all inspectlon and regulation by the Government. The coal
proposals made by the Hammond commission and sponsored by Mr.
Coolldge in effect declare coal a publie utility and subject the coal
companies to Federal regulation, - Calvin Coolidge does not see himself
gladly as the sponsor of legislation which Mr. Mellon's following must
regard as almost bolshevist in its Implications. That at bottom is the
compelling reason why Mr, Coolidge is determined to do nothing to
protect the publie against recurrence of the strikes, The proposals he
Is committed to are contrary to his philosophy, and as a precedent they
are objectlonable to the large Intercsts which Mr. Coolidge has set
himself to please,

RECESS

Mr, SMOOT. I move that the Senate carry out the order
previously made with reference to a recess.

The motion was agreed to; and the Senate (at 10 o'clock and
8 minutes p. m.), in accordance with the order previously
entered, took a recess untll to-morrow, Friday, February 12,
1926, at 11 o'clock a. m.

HOUSE OF REPRESENTATIVES
TrurspaY, February 11, 1926

The House met at 12 o'clock noon.
Rev. 8. Carroll Coale, McKendree Methodist Bpiscopal
Church, offered the following prayer:

Almighty God, before whom we bow in humility and rever-
ence, unto whom the heart of humanity must always turn,
wilt Thou be pleased to smile upon us with smiles of approval
as we, Thy children, pray. Grant that upon this gathering
here assembled there might come that assurance of Thy guid-
ance and care, Be pleased to direct and prosper all of their
consultations that out of them there may come glory to the
church, advancement to the Kingdom of God, and safety and
protection to Thy children, that down through the years Thy
children may have piety and religion, honor and happiness,
justice and peace. May each person in Thy presence know the
intimacy of ‘Thy fellowship so that in the years to come we
may know that there is One who stands by us in our problems,
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